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FOREWORD 


This report, World Economic Survey, 1957, is the 
tenth in a series of comprehensive reviews of world eco- 
nomic conditions published by the United Nations. It is 
issued in response to General Assembly resolution 
118 (II), in which the Secretary-General was asked to 
prepare annual factual surveys and analyses of world 
economic conditions and trends. The report is intended 
to meet the requirements of the Economic and Social 
Council and other organs of the United Nations for an 
appraisal of the world economic situation as a prerequi- 
site for recommendations in the economic field, as well 
as to serve the needs of the general public. 


The present survey is the third in the series to contain 
a special study of an economic question of general 
interest. In the World Economic Survey, 1955, the de- 
velopment of production and tradeéthroughout the 
world during the first post-war decade was reviewed. 
Drawing in part upon this review, the World Economic 
Survey, 1956 contained an analysis of balance of pay- 
ments problems in the post-war period. The present 
Survey complies with the request of the Economic and 
Social Council, contained in a resolution of July 1957, 
that part I of World Economic Survey, 1957 should 


ernments to a questionnaire on inflation circulated by 
the Secretary-General in October 1957. In chapter 1, 
following a general discussion of the nature of inflation, 
the main factors underlying recent advances in prices in 
North America, western Europe and Japan are analysed. 
Together with a review of the evidence indicative of 
excess aggregate demand or excess sectoral demand, 
the process of cost inflation is examined in detail. The 
relationship between domestic inflation and the external 
balance is then considered briefly. The chapter contains 
an extensive review and discussion of recent govern- 
mental anti-inflationary policies, particular emphasis 
being given to the role of monetary policy. Chapter 2 
similarly examines the forces determining recent price 
advances in the primary producing private enterprise 
economies. Both demand and cost elements and the 
significance of monetary factors are reviewed. The 
chapter also includes an examination both of the special 
nature of the relationship between domestic inflation 
and the external balance in these economies and of 
budgetary, monetary and other anti-inflationary poli- 
cies. Chapter 3 examines the problem of inflation in the 
centrally planned economies. A discussion of the nature 
and possibility of inflation in economies with central 
allocation of resources precedes an analysis of the 
causes underlying inflationary pressure. The process of 


iii 


price formation and recent price developments are 
reviewed. 


Part II of the Survey contains an examination of re- 
cent events in the world economy. Chapter 4 provides 
an analysis of the recent situation in the industrially 
advanced private enterprise economies, special atten- 
tion being given to the factors underlying the recession- 
ary trends that emerged in 1957. Chapter 5 reviews 
recent events in the primary producing private enter- 
prise economies, the early impact of the recessionary 
trends in the industrially advanced economies being 
examined in the light of the development programmes 
upon which many of the primary producing countries 
are engaged. An assessment of the economic outlook at 
the beginning of 1958 is given for both these groups of 
countries; this is based largely on replies by Govern- 
ments to a questionnaire on economic trends, problems 
and policies circulated by the Secretary-General in 
November 1957. Chapter 6 provides an account of 
recent changes in the centrally planned economies. 


The Introduction to the Survey contrasts the sources 
and major characteristics of inflation in the three broad 
groups of the world economy and relates past experi- 
ence to current trends. 


There are published as supplements to this survey 
reviews of economic conditions in areas outside the 
scope of the work of the regional economic commissions 
of the United Nations: Economic Developments in the 
Middle East, 1956-1957 (sales number: 58.]1.C.2) and 
Economic Developments in Africa, 1956-1957 (sales 
number: 58.1I.C.3). 


The basic data used in the report are, in general, as 
published in governmental or inter-governmental 
sources, or as officially reported to the United Nations 
and its specialized agencies. The significance of the 
figures may vary from country to country, depending 
on the statistical concepts and methods followed and on 
the structure and development of the national economy. 
For this reason, the compilation of international sta- 
tistical tables requires that attention be given to any 
important elements of non-comparability or qualifica- 
tions attaching to the data; these are usually shown in 
the tables of this report or in the publications of the 
United Nations and of the specialized agencies that 
contain the basic data from which many of the tables 
have been prepared. Some of the data have been spe- 
cially tabulated by the Statistical Office of the United 
Nations. 

The Survey was prepared in the Department of 
Economic and Social Affairs by the Bureau of 
Economic Affairs. 


Digitized by the Internet Archive 
in 2024 


https://archive.org/details/world-economic-and-social-survey_ 1957 


EXPLANATORY NOTE 


The following symbols have been used in the tables throughout the report: 
Three dots (...) indicate that data are not available or are not separately reported 
A dash (—) indicates that the amount is nil or negligible 
A blank in a table indicates that the item is not applicable 
A minus sign (—) indicates a deficit or decrease, except as indicated 
A full stop (.) is used to indicate decimals 
A comma (,) is used to distinguish thousands and millions 
A slash (/) indicates a crop year or financial year, e.g., 1955/56 


Use of a hyphen (-) between dates representing years, e.g., 1953-1955, signifies the 
full period involved, including the beginning and end years. 


References to “tons” indicate metric tons, and to “dollars” United States dollars, 
unless otherwise stated. 


The term “billion” signifies a thousand million. 


Details and percentages in tables do not necessarily add to totals, because of 
rounding. 


Certain abbreviations have been used: EPU for European Payments Union; 
GNP for gross national product; IBRD for International Bank for Reconstruction and 
Development; OEEC for Organisation for European Economic Co-operation; FAO for 
Food and Agriculture Organization of the United Nations. “Rhodesia and Nyasaland” 
stands for Federation of Rhodesia and Nyasaland; “Malaya” stands for Federation of 
Malaya. 


Wherever the terms “Syria” and “Egypt” are used, reference is to the northern 
and southern regions of the United Arab Republic. The latter terms have not been used 
since the study covers the period ending in 1957, while the United Arab Republic was 
established in 1958. For the same reason no use is made of the term “Arab Federation”. 


The designation of countries and territories and the arrangement of material in 
this publication should not be considered as implying any endorsement or other judge- 
ment by the Secretariat of the United Nations regarding the legal status of any country 
or territory, or of its authorities, or in respect of the delimitation of its boundaries. 
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Introduction 


ELEMENTS OF INFLATION AND THEIR SIGNIFICANCE 
FOR ECONOMIC RECESSION 


The year 1957 marked another turning point in the 
curve of economic growth traced by the developed 
countries during the nineteen fifties. The post-Korean 
expansion, which had already been proceeding at a 
decelerating rate in 1956, lost most of its momentum 
in the course of the past year. In North America the 
rate of economic activity levelled off early in 1957 and 
began moving downwards during the latter part of the 
year. Although in western Europe the average level of 
economic activity was still higher than a year earlier, 
in a number of countries end-year output fell below 
the beginning-year rate; and, as had already happened 
in the United States, burdensome surpluses and excess 
capacity were beginning to appear in 1958 even in 
sectors of the economy which had once been disturbed 
by equally troublesome shortages. 


At this writing it is still too soon to foresee how far 
the recession may develop or how long it may last. 
There is no question of the recession taking on the 
dimensions of the pre-war depression; a decline on 
any such catastrophic scale is inconceivable, on social 
and political, as well as on economic, grounds. Despite 
the current downturn in business plans for investment, 
confidence in the longer run built up by a decade of 
continued economic growth remains unshaken. Major 
institutional changes in all industrial countries have 
both lessened their instability and strengthened their 
resistance to shock. Banking and other financial insti- 
tutions, which proved most vulnerable to cyclical down- 
turns in the past, have been immeasurably strength- 
ened. Speculative excesses, which historically triggered 
many of the reactions from boom to collapse, have 
also been more successfully controlled during the recent 
expansion phase. Of more immediate significance is 
the vastly enlarged role of the government budget in 
the national economy. Though the longer-term implica- 
tions of the expanded share of government in private 
enterprise economies may remain in dispute, there can 
be little debate over its short-term stabilizing influence. 
The relatively high post-war level of government spend- 
ing, determined independently of market conditions and 
subject more to counter-cyclical than to cyclical forces, 
supplies an important element of stability in national 
expenditure that was not~av itable in— imeteen 
thirties. At the same time, the more than _ proportionate 
change in tax yield than in national product, associated 
with steep post-war income tax rates, provides strong 
support for private income after tax in relation to out- 


put. In addition, a number of built-in stabilizers, de- 
veloped during the nineteen thirties and the war period 
—most notably, regardless of imperfections, the pro- 
grammes for unemployment compensation and for sus- 
taining farm incomes—impart a powerful braking effect 
on the rate of decline in economic activity. These 
elements have already proved their effectiveness in the 
past and they are undeniably of great significance in 
slowing down the current recession. 


If a depression on the scale of the nineteen thirties 
need not be feared, however, neither may it be antici- 
pated that in the United States—the country with maxi- 
mum impact on the world-economy—the recession will 
be as brief or as mild as in 1948/49 or 1953/54. The 
decline in its industrial production and the rise in its 
unemployment, indeed, already exceed those of the 
previous two downturns. Early in the recession atten- 
tion was naturally focused on the large-scale reversal 
from accumulation to liquidation of inventories which 
has characterized all three post-war downturns. It was 
hoped that under the influence of favourable long-term 
economic trends the economy would right itself once 
again when excess inventories had been worked off; 
liquidation would then cease and give way to renewed 
stockbuilding. It has become increasingly evident, how- 
ever, that despite the vastly expanded economic hori- 
zons and the firm confidence in the longer term, expec- 
tations of the rate-of growth of demand in relation to 
capacity_in the intermediate range are being revised 
downwards. Woh Gee tay Tae eee 


for some time in many lines of industry, business plans 
for plant and equipment expenditure have been cut 
back significantly; given the time which must neces- 
sarily elapse before plans materialize, the full effects 
of these cuts may not be felt until 1959. The situation | 
in housing and in consumer durables is also much less . 
favourable than formerly; in both earlier recessions, 
residential construction and consumer outlays on dur- 
able goods, especially automobiles, paced the recovery 
and gave new impetus to business plans for investment, 
but in the recent phase these two industries have been 
among the first to become depressed. 


Not least of the striking features of this recession is 
the apparent suddenness _with—which—it_came_on_the 
scene. As late as the summer of 1957 the overriding 
concern, both inside and outside the United States, was 
the problem of continuing inflation. This is reflected, 
among other things, in the debate of the Economic 
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and Social Council at its twenty-fourth session in mid- 
1957 and its resolution requesting the Secretary-General 
to study the subject of inflation in the present Survey. 
In the United States, though seasonally adjusted unem- 
ployment at the time of writing, in May 1958, was 
estimated at a post-war peak, carry-overs of earlier 
fears of inflation remained a major factor in the hesi- 
tation to counteract the recession through a reduction 
in taxes or through an increase in the government bud- 
get, as distinct from acceleration of already approved 
public expenditure. Production trends in many western 
European countries early in 1958 were reminiscent of 
those a year earlier in the United States; the boom of 
the preceding years had lost its momentum, and in very 
few instances was output significantly higher at the 
beginning of 1958 than a year earlier. Economic policy 


The Recent Inflation in 


It is probably no exaggeration to say that the world 
has never been so acutely sensitive as in recent years 
to the dangers of inflation. Nearly a generation of expe- 
rience with the social and economic costs of war-time 
and of post-war inflation seems to have transformed 
the economic psychology of the world community; old 
fears of depression and mass unemployment apparently 
gave way to new anxieties over wage-price spirals and 
erosion in the value of money. These anxieties did 
diminish for a time with the growing liquidation of 
the acute inflationary pressures of the early post-war 
years; indeed, during 1948/49 even more than in the 
past year world concern was centred not so much on 
the remaining pockets of inflation as on the interna- 
tional impact of a recession in the United States. The 
outbreak of Korean hostilities generated a new shock- 
wave of inflation, however, and long before the new 
military plans could be translated into higher actual 
outlays, the world witnessed a boom in raw materials’ 
prices of extraordinary proportions. 


The boom collapsed soon after it began when the 
true economic dimensions of the Korean struggle be- 
came evident. For a short while it seemed that inflation 
would revert to the status of a local phenomenon, con- 
fined primarily to countries with a long history of con- 
tinuing inflation. This expectation did not materialize, 
however. After a year or more of comparative stagnation, 
western Europe embarked in 1953 upon a period of 
vigorous economic growth. Welcome as was this ex- 
pansion, it was soon accompanied in most countries by 
mounting concern over inflation. After its mild reces- 
sion in 1953/54, the United States likewise entered 
upon a phase of rapid expansion, which, though of 
shorter duration than in western Europe, generated no 
less acute fears of inflation. 


Paradoxically, the inflationary developments which 
gave rise to such widespread anxiety were of relatively 
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in western Europe, nevertheless, continued to be in- 
fluenced by fears of inflation. 

The ending of the boom in western Europe and the 
beginning of the recession in North America will be 
examined in some detail in part II of this Survey. It 
needs also to be considered, however, how it may 
happen that a situation so widely characterized as 
inflationary should suddenly be threatened by defla- 
tionary forces. Did circumstances change so suddenly, 
or may preoccupation with inflation have obscured 
elements of deflation that were present all along? If so, 
what sort of inflation was it that it could coexist with 
powerful deflationary tendencies? Part I of the Survey, 
which, at the request of the Economic and Social Coun- 
cil, is devoted to a study of inflation, addresses itself 
in large part to this question. 


Industrial Countries 


modest proportions. Neither at the wholesale nor at the 
consumer level were the price increases comparable 
with those of the Second World War, the early post- 
war years or the Korean boom; indeed, the increases 
in wholesale prices were not as large as those which 
had accompanied the recovery from the depths of the 
depression in the nineteen thirties. Nor was the pattern 
of price increases typical of earlier periods of inflation; 
whereas normally prices of raw materials tend to rise 
relatively sharply under the pressure of demand, during 
this period significant increases were confined to a 
limited group of commodities. Farm food prices were 
notable for their weakness; so much so that several 
countries had to consider measures to bolster farm 
prices, hand in hand with the tightening of general 
controls against inflation. 


That the modest and uneven character of the recent 
inflation in industrial countries was generally recog- 
nized is evident from the new term—creeping inflation— 
which was coined in order to distinguish it from earlier, 
more conventional, types. The deep-seated concern re- 
flected not so much the magnitude of the pressures, as 
the setting in which they appeared. Three successive 
bouts with galloping inflation—during the war, the 
post-war reconstruction and Korean _hostilities—had 
conditioned the public to fear even creeping inflation, 
especially since its pace appeared to be accelerating 
rather than diminishing. Of greater importance, per- 
haps, was the fact that for the first time, inflation was 
not generated by the abnormal forces of war or of 
post-war readjustment but was associated instead with 
the normal forces of economic growth. In the context 
of a universal commitment to maintain high levels of 
employment and a post-war drive for rapid long-term 
growth, inflation appeared not merely as_a_passing 
danger but as a permanent threat to stability. Thus, 


even creeping inflation had to be resolutely avoided 
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lest it gather momentum and develop into the galloping segments of the economy. In an economy where infla- 


variety. tion exists side by side with elements of deflation, 
Concern over internal stability was prompted, in exclusive concentration on the problem of rising prices 
many instances, by anxiety over external balance. Even may be especially hazardous. 


had countries been willing to overlook the effects of 
price increases upon the internal economy, they could 
not look with equanimity upon growing balance of pay- 
ments deficits and dwindling foreign exchange reserves. 
These countries were the first to resort to restrictive 
measures; but since countries with surpluses in their 
balance of payments also felt obliged to impose anti- 
inflationary measures in the course of the expansion, 
such policies proved only of limited effectiveness in cor- 
recting the international imbalance. 


In the traditional body of economic literature the 
possibility of mixed inflation does not seem to have 
been discussed; it seems universally to have been con- 
cluded that inflation is necessarily the result of a gen- 
eral excess of demand. This conclusion follows under- 
standably from the classical assumption of a perfectly 
competitive market in which prices and wages are con- 
tinuously adjusted so as to eliminate any excess demand 
or excess supply. In such a market, if there is no excess 
demand (or supply), prices will come to rest; if, there- 


What accounts for the apparently sudden economic fore, prices are rising cumulatively, it oe only be 
reversal, beginning in mid-1957, from inflation to re- because excess demand constantly tending tore: 
cession? Part of the explanation must be sought in the emerge. The question as to whether inflation necessarily 
Bete ieibalanes which. cxiats in a dynamic economy reflects a general excess of demand arises only because 
between inflation and deflation. Where advancing tech- in the real world prices and wages are not Baye aot 
nology and high levels of investment constantly add to eo ae 18 clear the market. They may be set, instead, at 
Spe cxpatity fand.taice: the average level of levels at which demand in some markets exceeds, and 
tae tadiin emind scannnt he sauto- in others falls short of, supply. Needless to say, this 
matically equated with falling demand. Even a rising does not imply that prices and AS Onl eaele 
ei arom iedequnth to) provide for full regard to demand and supply conditions—it only means 


that other considerations also enter into their deter- 
mination. These considerations include conventional 
pricing formulae, collective wage-bargaining and gov- 
ernment regulation. The direct links between prices and 
wages through such arrangements may frequently be 
stronger than any indirect links via demand and supply 
relationships. Prices may be set by adding a percentage 
markup over unit labour and materials costs; wage 
bargaining may be linked to the cost of living; and 
government regulations, especially of farm prices, may 
be designed to maintain some form of parity between 
prices received and prices paid by farmers. Because of 
these interlocking relationships, any demand or supply 
factor tending to raise prices or wages in important 
markets, or any independent move by a major income- 
earning group to raise its earnings, may easily touch 
off a chain reaction leading to a cumulative wage-price 


employment and full utilization of capacity. A problem 
of inadequate demand may thus develop while output, 
employment, incomes and profits are still increasing. 
It is true that even under such conditions symptoms of 
inadequate demand might emerge in the form of in- 
voluntary accumulation of inventories, unutilized ca- 
pacity and growing slack in the labour market. But it 
is not easy to judge from recorded statistics whether 
the rate of inventory accumulation is voluntary or not, 
or whether capacity is excessive in relation to the 
potential rate of growth of demand; nor, in view of a 
widespread tendency of management to “hoard” labour 
during a period of growth, do data on unemployment 
provide a sensitive indicator of adequacy of aggregate 
effective demand. Psychologically, too, it is difficult to 
become aroused over unutilized capacity while profits 
are still rising, or concerned about developing slack in 


labour markets while employment is still increasing; spiral. 

in a word, it is hard to be pessimistic about demand Under such circumstances, it is clear, inflation can- 
while the economy is still climbing. Experience with not be automatically equated with an excess of aggre- 
each of the post-war recessions shows that it is all too gate demand over supply; it cannot be defined as 
likely instead that anxiety over inflation may persist | necessarily standing at the opposite extreme from de- 


for some time after the economic trend has already pression. Though analogies are never sufficiently pre- 
been reversed. = 2 a aa cise, it may be helpful instead to compare inflation 
with unemployment. Just as unemployment may result 
not only from inadequate aggregate demand but also 
from certain structural features of the economy, so a 
cumulative rise in prices may be generated not only by 
excess aggregate demand but also by certain structural 


The possibility of a sudden shift to deflation is all 
the more likely when the inflation is of the creeping 
variety. It is not simply that creeping inflation involves 
a relatively minor degree of excess demand, so that a 


policy for its elimination may introduce a deflationary ate ne encinenechadiser 

bias in the economy. Perhaps of even greater impor- Barri aeesieiat Moneta Meee . 
tance is the fact that creeping inflation tends to reflect Naturally excess aggregate demand remains a major 
mixed pressures, excess demand in one sector coincid- source of inflation, just as inadequate demand is a 


ing with excess capacity or surplus stocks in other primary cause of unemployment. But just as unemploy- 
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ment may also arise from seasonal and frictional factors 
associated with the difficulties of transferring labour 
from one job to another without any general deficiency 
of demand, so inflation may result from bottlenecks in 
productive capacity in some industries without any 


press for higher wages in industries experiencing excess 
demand. And the increases may spread, in accordance 
with prevailing price and wage patterns, to the rest of 
the economy, even where demand may not be sufficient 
to absorb the available supplies or productive capacity. 


Moreover, a wage-price spiral need not originate 
only from a general or partial excess of demand _over 
supply or productive capacity; it can be touched off 
whenever demand is sufficiently buoyant to prompt 
labour or management to press for higher wages or 
higher profit margins. Demand need not, in fact, be 
rising significantly everywhere; increases in earnings 
rates in key industries may release the catch to set off a 
wage-price spiral throughout the economy. It is not 
even necessary for prices in the key industries to rise 
more than, or indeed as much as the average level; 
increased productivity may partly offset higher wages 
and higher markups in the sectors benefiting from 


expanding demand. Wage rates are also likely to be in-. 


creased in other parts of the economy, however, where 
they cannot be absorbed as readily by advances in 
productivity, so that prices elsewhere may rise to a 
greater extent than in the key industries. 


Unfortunately, once a wage-price spiral sets in, it 
may continue to advance long after every trace of rising 
demand has disappeared; indeed, as current experience 
in the United States amply demonstrates, even well into 
a period of recession. In the light of this experience 
there can be little doubt that inflation, like unemploy- 
ment, may be of a “structural” character, not too closely 
dependent upon the adequacy of demand in relation to 
productive capacity. Just as unemployment may stem 
from a lack of adequate productive capacity, rather 
than of effective demand, so cumulatively rising prices 
may stem from excessive claims for higher incomes 
rather than from an excess of demand for goods and 
services. And though the intensity of pressure for higher 
incomes may be expected to vary with the pressure of 
demand for goods and services, the relationship is 
hardly so close that a wage-price spiral may be taken 
as sufficient evidence of excess demand. 


The recent inflation developed in association with a 
boom which began in demand for consumer durables 
and housing and spread to private investment in plant 
and equipment. In the investment goods industries there 
can be little doubt that, in a number of countries, some 
excess demand did develop for a time; new orders for 
durable goods outstripped deliveries, order books 
lengthened, and productive capacity in some industries 
was strained. With an important sector of the economy 
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exhibiting such symptoms, concern over inflation tended 
to focus on excess demand as the primary cause. This 
was all the more true since unemployment was generally 
low and national income and production were increas- 
ing. Given the high level of aggregate activity and the 
symptoms of demand pressure in a segment of it, the 
distinction between high levels and excessive levels of 
aggregate demand tended to be blurred. The illusion 
was created that if prices are rising throughout the 
economy, the economy as a whole must be experiencing 
an excess of aggregate demand. And as price increases 
continued to spread-and even to accelerate, less and 
less importance was attached in this context to the 
evidence of mounting surpluses of food and agricul- 
tural raw materials, or of the long-standing excess 
capacity in textile industries; even the significance of 
the subsequent decline in demand and the emergence of 
excess capacity in consumer durables, in housing and 
in related industries which had initially sparked the 
boom, tended to be overlooked. Though demand was 
falling ever more short of productive capacity, eco- 
nomic policy continued to concentrate on restraint of 
demand for curbing the upward movement of prices. 


THE NATURE OF RECENT ANTI-INFLATIONARY POLICY 


The policy of industrial countries for curbing infla- 
tion in recent years presents a striking contrast with that 
generally employed in the war and even the early post- 
war years. The most notable difference lies in the elimi- 
nation of direct market controls; apart from one or two 
instances, anti-inflationary policy has been limited to 
measures of a general and indirect character. This shift 
towards an essentially free market economy had already 
been largely completed by 1950, although controls on 
foreign trade, in most countries, were relaxed more 
gradually. During the Korean hostilities the only im- 
portant instances of direct controls for curbing infla- 
tionary pressures were the revival of machinery for 
international allocation of strategic raw materials and 
the re-introduction of moderate price-wage controls in 
the United States. 


In the recent phase of expansion there could be no 
question of suppressing an excess of aggregate demand 
by means of direct controls, since demand pressures 
were not even remotely comparable in magnitude to 
those of the war or early post-war years. Though the 
expansion was based on a boom in investment which for 
a period strained the capacity of some industries, its 
inflationary effect was in part offset by mildly defla- 
tionary government budgets, and in part mitigated by 
means of foreign trade. With residential construction 
also coming to be widely discouraged in the course of 
the boom, only in a few countries was the pressure of 
demand for saving to finance domestic and foreign 
investment and budget deficits appreciably higher than 
during the first year of Korean hostilities; in many 
cases pressure was lower. In some countries the growth 
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of productivity and income was accompanied, more- 
over, by a rising proportion of income which people 
were prepared to save, particularly as their demand 
for consumer durables slackened. In the event, there- 
fore, the supply of saving proved adequate to satisfy 
the demand without far-reaching government inter- 
vention. 


Perhaps a more striking feature of recent anti-infla- 
tionary policy is the shift in emphasis from fiscal to 
monetary measures. After a revolutionary development 
during the war, fiscal policy became relatively passive 
in the nineteen fifties, and monetary policy gradually 
assumed the major active role in dealing with the new 
inflationary tendencies. This shift represented a social, 
as much as an economic, phenomenon. Though outright 
intervention in the market-place had been eliminated, 
government participation in economic life remained far 
more important than it had ever been in peace time, 
government budgets absorbing from 20 to 30 per cent 
of the national product in nearly all industriat-coun- 
tries. Given the growing public impatience with the 
high post-war taxes necessary to finance this enlarged 
share, an increase in taxation would have met with 
widespread disfavour as an anti-inflationary weapon. 
Even in countries experiencing balance of payments 
crises there was evidently a firm determination to avoid 
any increase in levies on personal incomes. At the same 
time requirements for national defence remained high, 
while budgetary obligations incurred as a result of the 
Second World War, together with pressing social and 
economic needs, made it impossible to moderate infla- 
tionary pressures by significant cuts in civilian govern- 
ment expenditure. Increasingly therefore, the centre of 
gravity in anti-inflationary policy shifted from the fiscal 
to the monetary zone. 


These considerations found much of their economic 
support in the thesis that inflation is caused ultimately 
by “too much money chasing too few goods”. The fact 
that price increases involve a greater rate of increase 
in the flow of money expenditure than in the flow of 
goods was widely taken to justify a policy of preventing 
inflation primarily by measures to restrict the flow of 
money. Since this flow is the product of the quantity 
of money times the velocity of its circulation, and since 
the velocity is largely determined by institutional forces 
which cannot be readily curbed in a period of rising 
prices, it was the quantity of money which emerged as 
the strategic factor for-controlling inflation. Accord- 
ingly, the supply of credit was severely restricted and 
the rate of interest was raised to the highest levels since 
the nineteen thirties. A complex set of credit controls 
was developed, including, in addition to traditional 
open market operations and higher discount rates, 
variable reserve requirements, penalty rates on excess 
borrowing from central banks, and in several instances 
outright prohibition of any increase in lending. 


There is little doubt that a policy of restriction of 


hank credit, if pursued with sufficient vigour, can suc- 
ceed in reducing the flow of money outlays on goods 
and services. The evidence on the efficiency of the 
monetary measures during the recent expansion in 
industrial countries is not entirely persuasive, however. 
It is true that selective credit controls contributed sig- 
nificantly towards restraining expenditure on consumer 
durables and on residential construction. These restric- 
tions were reinforced, however, by other government 
measures, including indirect taxation on durables, with- 
drawal of housing subsidies, and, in the United States, 
the maintenance of non-competitive rates on govern- 
ment-insured mortgages; moreover, at least part of the 
decline in demand in these industries may have been a 
natural reaction to the earlier boom. The efficiency of 
the general, as distinct from selective, credit controls 
during this period, it will be seen in chapter 1, is open 
to greater doubt. It is noteworthy that the recent boom 
was accompanied by a relatively moderate rate of in- 
ventory accumulation; but the significance of credit 
policy in this respect must be assessed in the light of 
the impact of other factors such as food surpluses, rela- 
tively depressed textile industries, and reduction in gov- 
ernment stockpiling of strategic raw materials. The 
effect of monetary policy on business investment in 
plant and equipment is even more difficult to evaluate, 
particularly since investment in plant and equipment 
actually rose in relation to consumption in most of the 
industrial countries. 


Credit restrictions, though they did not reduce the 
absolute level of business investment demand, may have 
retarded its rate of growth—if not directly, at least 
indirectly through the damping of business expecta- 
tions. This effect was evidently subject to a considerable 
time lag, however. It is true that monetary restraints 
compare favourably with fiscal measures on the grounds 
of administrative flexibility and timing; whereas fiscal 
changes can be made only through relatively slow legis- 
lative processes, monetary measures may be altered by 
the central authorities_as frequently and as rapidly as 
circumstances seem to warrant. In practice, however, 
this important advantage may be offset by a long time 
lag between monetary restrictions and their impact on 

e for goods and services. In contrast 
to the direct links between private income and expendi- 
ture, the links between central bank operations and 
expenditure may be long and roundabout. Despite in- 
creasing stringency of credit controls, the monetary 
authorities generally did not prevent an expansion of 
bank advances during the recent inflation; in most in- 
stances, only the rate of growth in bank credit was 
reduced. Banks sold government bonds at a loss and 
borrowed at rising rates in order to obtain funds for 
more profitable bank advances. Moreover, the authority 
of the central banks over credit is far from compre- 
hensive; in periods of credit restriction other financial 
institutions and even business corporations tend to 
supplement the credit operations of the banks. In addi- 
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tion, business generally tends to reduce its liquidity 
requirements so that restrictions on the quantity of 
money are partly offset by increases in its velocity of 
circulation. Given the inherent instability of invest- 
ment demand, the danger cannot be overlooked, there- 
fore, that central-bank policy may produce its maximum 
restrictive effect, not when investment demand 1s strong- 
est and may need to be curbed, but only after plans 
have already turned downwards and need to be stimu- 
lated. 

No less important than the effect of monetary policy 
upon the flow of expenditure is the effect of changes 
in this flow upon price movements. When the disparity 
between the flows of money expenditure and of goods 
and services reflects an excess_of aggregate effective 
demand over productive capacity, a reduction in money 
outlays, whether it be achieved through monetary or 
through fiscal restraints, is an appropriate means of 
curbing inflationary pressure. It may then prevent 
cumulatively rising prices by eliminating excess de- 
mand without an adverse effect on production and 
employment. When, however, demand pressures are 
of a mixed character, with rising prices and wages’ 
generated in a sector experiencing excess demand spill- 
ing over into other sectors characterized by excess ca- 
pacity, a policy of generalized monetary restraint may 
prove an inellicient weapon for coping with the infla- 
tion. Such a policy may, it is true, release resources 
from industries where pressure of demand is relatively 
low to those where it is relatively high. Its effectiveness 
in this respect is far from certain, however, particularly 
if investment is the sector with excess demand and 
consumption the sector with excess capacity; by curbing 
demand where capacity is ample, the restraints may 
then increasingly discourage expansion of capacity 
where it is inadequate. Thus, the growing slack in con- 
sumer goods industries may in the end adversely affect 
investment demand itself, the result being that even 
capital goods industries suddenly find their fortunes 


reversed, with excess capacity replacing excess demand. 

Monetary policy may be even less efficient in halting 
inflation when the excess money flow is the effect rather 
than the cause of the wage-price spiral. This is the 
case, for instance, when the demand for credit stems 
not from pressure of excess demand for goods and Ser- 
vices against total productive capacity but from labour 
pressure for higher wages or business decisions to raise 
profit markups. Monetary restrictions may not then 
prevent labour and management from setting higher 
wage bargains or profit markups; they may instead lead 
to a reduction in effective demand for goods and ser- 
vices below productive capacity. In so doing they may 
even slow down the rate of growth in investment and 
in average output per man, thereby raising costs of 
production and imparting another upward twist to the 
price spiral. Output and employment may thus” fall 
significantly long before the wage-price spiral can be 
brought to a halt. 


Many have hoped that the pressure of labour and 
business for higher earnings rates might be weakened 
by a policy of credit restriction even while output and 
employment continued to grow. Virtually all govern- 
ments have resorted to exhortation to both tabour and 
business to moderate their demands. In the a sence 
natural that individual unions and corporations should 
seek to maximize their earnings—no labour union or 
business corporation can afford to lag behind the others 
in protecting its interests. This poses a fundamental 

ilemma for the industrial countries: how to_reconcile 
rapid economic growth with price stability under con- 


ditions of minimum @ with the market mecha- 
nism for the allocation of resources. 
ne Oe ee 


It has not been an easy task to face up to this 
dilemma; it is never pleasant to discover that goals 
which have been regarded as absolute may not always 
be mutually consistent but may need instead to be 
harmonized and accommodated to one another. The 
very complexity of the challenge posed by this dilemma 
may have contributed in some measure to a tendency to 
minimize it or even to deny its existence. Thus it has 
been frequently assumed that the ultimate cause of 
inflation is in all instances an excessive ftow-of-money 


expenditure and this excess has often been equated with 


an excess of aggregate effective Toductive 
capacity. Were inflation necessarily the converse of 


depression—were cumulatively rising prices always the 
result of an socas of Hii doe gia ee 
depressions are the result of a deficiency in demand— 
there could of course be no conflict between the goals 


of economic growth and of price stability. Fiscal and 
monetary policy designed to maintain a proper balance 


between the rates of increase of effective demand and 
of productive capacity would then simultaneously en- 
sure both maximum production and price stability. 


Unfortunately, though a disparity between the flows 
of money expenditure and of goods is a necéSsary 
symptom, if is Ways the ultimate cause of an 
inflationary process. Regardless of origin, TiStg prices 
must take the form of a higher rate of flow of money 
than of goods, and an excessive money flow of expendi- 
ture may be a result jiist as-often-as it may be a cause 
of rising prices. Once it is recognized that inflation 
is not solely a question of balance between aggregate 
demand and productive capacity, but that it depends 
also upon demand pressures in particular sectors of the 
economy and especially upon the pressure of competing 
groups for higher earnings, it will be seen that fiscal 
and monetary policy may not always be capable of 
ensuring the simultaneous-reatization ofboth rapid 
growth and price stability. Thus, in the face of exces- 
sive claims for higher incomes, generalized restraints 
on demand may not succeed in achieving price stability 
except at the expense of perma i e rate 
of growth—indeed even at the expense of introducing 
higher levels of unemployment than the economy is 
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prepared to accept. With the recession developing in 
North America and the expansion grinding to a halt 
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in much of western Europe, this dilemma has been 
coming into increasingly sharper relief. 


Origins of Inflation in Centrally Planned Economies 


From the analysis of the problem in private enter- 
prise economies, it might appear at first sight that in- 
flation could not be encountered in countries with a 
centrally planned economy. Since both incomes and 
supplies are centrally controlled, it should be possible 
to avoid pressure of excess demand upon supply, and 
since both prices and wages are fixed by central au- 
thorities there should be no problem of a wage-price 
spiral. It will be seen in chapter 3, however, that this 
group of countries was frequently subject to inflationary 
pressure of a type not altogether dissimilar from that 
encountered in countries with a private enterprise eco- 
nomy. Interestingly enough, even a distinction between 
demand and cost inflation is not without meaning for 
centrally planned economies, although its significance 
is naturally not the same as for those based on private 
enterprise. 


In a fundamental sense, the problem of demand 
inflation in the centrally-planned-economies stems from 
the same source as everywhere else, namely, from an 
attem é omy in consumption, 


investment and other uses more than it is capable of 
producing. This problem is basic to all economies; it 
derives not from political institutions but from the 
economic fact of scarcity, from the fact that no country, 
however much endowed with productive resources, is 
so rich that it need have no concern about achieving 
a proper balance between consumption and investment. 
If labour were paid entirely in kind, so that no im- 
balance between consumer income and supplies could 
arise, inflation, as a monetary phenomenon, would be 
eliminated; but there would still be a limit on the 
proportion of total output that could be set aside for 
purposes other than consumption, a limit which could 
not be exceeded without endangering both economic 
development and social stability. Since, however, all 
centrally planned economies rely upon a monetary sys- 
tem, not even the monetary form of inflationary pres- 
sure can be excluded from consideration; there is 
always a possibility of imbalance between flows of 
goods and services and of money incomes available for 
their purchase. 


The problem of monetary imbalance is of little con- 
sequence in the producer goods sector, where prices, in 
any event, are not set so as to equate demand and supply. 


Supplies of producer goods are allocated to firms in 
ccuardance with the costal plan rather than on. the 


basis of demand of the individual firm. Producer goods 
prices, therefore, do not have any-alloeative function 


but serve onl ministrative purpose. Since these 
prices are set by calculating unit costs on the basis of 


an assumed production norm and adding a fixed per- 
centage markup to represent unit profits, any difference 
between recorded and planned unit profits serves as an 
index of achievement of the planned rate of output in 
relation to input. 


In the consumer goods sector, however, prices are 
set with thé objective of “clearing the market”. To the 
unit cost plus a fixed percentage markup representing 
unit profits, the government adds a variable indirect 
tax which is adjusted so as to equate demand and 
supply. Since the demand for consumption depends 
upon the income paid out in the economy as a whole, 
it follows, as explained in chapter 3, that the pressure 
of demand on the supply of consumer goods will vary 
directly with the income paid out per unit of output, 
and inversely to the proportion of total output which is 
allocated to consumption. 


If the central authorities could completely control 
all of the factors affecting the pressure of demand upon 


supply of consumer goods, in particular, the wage bill, 


the volume of output~and~the~proportion—of—output- 
devoted to consumption, they could in principle always 
of 


their~control over these factots is not complete and 
any deviations in these elements from planned levels 
may lead to serious problems of imbalance between 
demand and supply. The major factor accounting for 
such imbalance in post-war years was a deficiency in 
the proportion of output devoted to consumption; out- 
put of food and of consumer goods dependent upon 
agricultural raw materials generally fell short of 
planned levels, while production in heavy industry 
often exceeded plan—targets. At times, as during the 
Korean hostilities, plans for heavy industry were re- 
vised upwards so sharply in some countries that it 
proved impossible to reconcile the plans for production 
with’ those for wages and prices. The maximum shifts 
in allocation of resources in favour of heavy industry 
generally occurred during the first stages of fulfilment 
of long-term plans of economic expansion and during 
periods of exceptional military expenditure. In other 
years—in the Soviet Union largely since 1948 and in 
other centrally planned economies since 1953—when it 
proved possible to maintain or expand supplies of con- 
sumption goods in relation to the national product, 
inflationary pressures generally subsided. 


Important contributing factors to the imbalance of 
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man to reach planned levels or from the need to pay 
wages and farm prices in excess of the plan in order 
to provide improved incentives for production. Even 
during years when the share of consumption in national 
output was not reduced, the balance between demand 


Circumstances of Inflation 


The special character of the recent inflation in the 
industrial, private enterprise economies emerges also 
from its relatively modest impact on the world economy. 
Normally, inflationary waves originating in the major 
industrial areas might be expected to beat with intensi- 
fied force on the primary producing regions. In view of 
the comparatively low elasticity of both world demand 
and supply with respect to changes in prices of primary 
products—and of the relatively high elasticities, espe- 
cially of supply, for industrial products—an inflation 
of world-wide dimensions tends typically to be accom- 
panied by a considerable improvement in the terms of 
trade of primary producing countries and a rise in their 
export incomes. Striking examples of this phenomenon 
are to be found in the inflations of the war-time and 
early post-war years and of the first year of Korean 
hostilities. Though on the average balances of payments 
of under-developed countries also became more favour- 
able during the recent phase of expansion, the improve- 
ment was extremely modest, and the terms of trade, 
far from showing a consistent trend, fluctuated irregu- 
larly. Raw materials for durable goods industries did 
benefit from sharply rising export earnings, but even 
this increase began to level off and was finally reversed 
as the rate of industrial expansion slackened. By the 
same token, the ending of the boom in western Europe 
and the onset of recession in North America appear 
also to have had a relatively modest impact on under- 
developed countries, other than exporters of minerals, 
during 1957. In that year, the deterioration in trade 
balances of under-developed countries was due to a 


ports rather than to a de- 


This experience cannot, of course, be projected into 
1958; the terms of trade of primary producers have 
been declining in the course of the past year and the 
outlook for 1958 is for a significant drop in export 
earnings. The more the industrial recession is pro- 
longed the more damaging will its impact on the world 
economy inevitably become. 


In so far as inflationary pressures have prevailed 
in under-developed countries in recent years, they have 
been primarily of domestic rather than of fo reign origin, 
Such pressures may be caused in under-developed, as 
in developed, countries by an excess, at prevailing 
prices, of aggregate effective demand over total supply 
of goods and services, The source of the imbalance may 


lie in an excess of government expenditure over re- 
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and supply of consumer goods was frequently upset, 
either by increases in unit costs or by larger than war- 
ranted reductions in prices. The resulting inflationary 
pressure was reflected in shortages of some essential 
goods or in upward revision of prices. 


in Under-developed Countries 


venue, of exports over imports, or of investment over 
saving; in the aggregate these sources may also be 
viewed as representing an excess at prevailing prices 
of the total demand for saving over its supply. Though 
on the surface the analysis of demand pressure would 
thus seem to be identical for all countries, in a deeper 


the same terms as those that are relevant for developed 


countries. 

The importance of underlying differences between 
the two types of economies for their basic problems of 
unemployment are by now fully recognized and clearly 
understood. The gravest problem of unemployment in 
a developed country is that which emerges during a 
depression, when a deficiency of demand in relation to 
productive capacity breeds a cumulative downturn in 
production, employment, income and demand. Though 
unemployment originating in inadequate effective de- 
mand is also not unknown in under-developed coun- 
tries, a more fundamental problem for them is the lack 
of employment opportunities, reflected not only in 
visible unemployment in urban areas, but even more 
significantly perhaps in under-employment of a large 
part of the population. This problem arises not from 
insufficient effective demand but from inadequate pro- 
ductive capacity—whether that capacity be measured in 
terms of specific plant and equipment, general over- 
head capital, the state of technology, or the training 
and skill of the labour force. In short, the problem of 
unemployment in an under-developed country is as 


It sometimes tends to be overlooked that these differ- 
ences are also fundamental for the problem of demand 
inflation. In developed countries where capital equip- 
ment is normally adequate to employ the total available 
labour force, pressure of excess demand arises only in 
a full-employment economy. It does not arise in the 
course of recovery from a depression because increases 
in demand may then be matched by putting the unem- 
ployed back to work to produce the additional supplies 
required. So long as there are idle resources that can be 
employed, any increase in the demand for saving, 
whether it be to finance higher domestic investment, 
or an export balance, or a budget deficit, will be cap- 
able, by raising the levels of production and income, 
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of generating a corresponding supply of additional 
saving at prevailing prices. Though the higher income 
will also involve an increase in tonnd haa consump- 
tion goods and services, there will be no occasion for 
this demand to exceed the supply, as long as capacity 
is adequate to expand output. Since some proportion of 
the increase in income will tend to be saved, it follows 
that if only output and income are expanded sufficiently, 
any increase in the demand for saving will be capable 
of generating, at prevailing prices, the additional sup- 
ply that is required. 


Pressure of excess aggregate demand arises in de- 
veloped countries; therefore—only whe n resources are 
fully utilized and it is 7 no longer possible to match 
increases in demand with higher output and income. 
In that case a rise in investment, government expendi- 
ture or exports, unless offset by an equal increase in 
government revenue or imports, will involve an increase 
in the proportion of income that must be diverted from 
consumption. In the absence of a corresponding change 
in the proportion of income which the public is pre- 
pared to save, the economy will be subject to pressure 
of excess aggregate demand at prevailing prices. Thus 
in a developed country it is the allocation of resources 


as between consumption and other uses, but not the full 


utilization of resources, which may be limited by the 
threat of demand inflation. _s 


What differentiates a problem in under-developed 
countries is that the threat of excess aggregate demand 
may set very narrow limits, not only on the allocation 
of resources but also on the rate at which the resources 
can be utilized. The reason is that the supply_of con- 
sumption goods in an under-developed country is limited 
by the level and pattern of economic development which 
has already been reached, and cannot be freely ex- 
panded to match an increase in demand. It follows that 
even should there be adequate manpower, materials 
and equipment to produce additional investment with- 
out a reduction in the supply of consumption goods— 
indeed, even should it be possible to expand both invest- 
ment and consumption simultaneously—if the increase 
in demand for consumption generated by the added 
output and income cannot be matched by a sufficient 
rise in the supply of such goods, the economy may 
become subject to intense inflationary pressure. Thus 
resources that might otherwise be used to increase both 
investment and consumption may be doomed to remain 
idle only because of difficulties of achieving a balance 
between output of consumption goods and of invest- 
ment that will correspond to the proportions that may 


be demanded. 


If the additional income generated by economic de- 
velopment could be saved in its entirety, no problem 
of inflationary demand pressure would emerge:-The 
same results might be achieved, of course, if the invest- 
ment could be made without payment of money income, 
as is true of programmes of community development 


a 


recently introduced in some under-developed countries 
or, more generally, of communal volunteer work in any 
country. Such investment is limited, however, to small- 
scale local projects, requiring little capital equipment 
and using materials that can be made available free of 
charge. Most investment, on the other hand, involves a 
corresponding increase of money income; and in under- 
developed countries, especially, only a small fraction 
of such income is likely to be saved, the bulk of it 
adding to pressure of demand on the supply of con- 
sumption goods and services. To offset this pressure 
calls for an increase in taxation that is sufficient to 
reduce the consumption of the community by the 
amount of the excess consumption demand generated 
by the additional investment. Thus, even though the 
additional investment could be brought about by em-— 
ploying hitherto idte-resources=even though alt of the 
additional productive capacity would represent a net 
gain without any offsetting loss of output—an under- 
developed country might still be prevented from under- 
taking the SSS See MARCIE of its ‘Inability t to cope 
with the resulting Forel Does ‘Though’ much 
tax base and i ae tax ANE the threat of 
inflationary demand pressure still constitutes a major 
obstacle to rapid economic development. 


The significance of such pressure is further height- 
ened by consideration of an important distinction which 
tends to set apart economic development of under- 
developed countries from normal economic growth in 
developed countries. Economic progress in a developed 
country seldom involves an abrupt change in the pat- 
tern of demand in relation to the composition of supply. 
It is true that there may be temporary bottlenecks in 
limited areas of the economy as a result of major shifts 
in demand, but, given the flexibility of a highly de- 
veloped economy, the mobility of its resources, and its 
capacity for growth and technological discovery, the 


bottlenecks are not likely to prove of long duration. 


Economic development of under-developed countries 
represents by comparison a far more fundamental break 
with the inherited structure of production. Owing to 
the rigidities inherent in the economy of an under- 
developed country, the process of development may thus 
easily generate considerable disparities between the 
pattern of demand and the structure of production and 
distribution. This is particularly true in so far as de- 
velopment is associated with industrialization and 
urbanization. Not only are per capita requirements for 
food, clothing, shelter, trade, transportation and ser- 
vices, both public and private, far greater in urban areas 
than in villages but, what is perhaps equally important, 
the provision of additional consumption to the cities 
itself requires additional investment in transportation 
facilities, in housing, in factories and stores, and in 
municipal facilities of all types. 


Though experience has varied from country to coun- 
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try and period to period, and all generalization is there- 


fore subject to important qualification, it has proved 


much less difficult, on the average, to. expand the-output 
of industrial consumer goods than the output of food. 
And as is well known, distribution of food to the towns 
may even lag behind food production. This follows 
partly from limitations of transportation, trade and 
storage facilities, but partly also because a decline in 
farm population is likely to lead to higher per capita 
food consumption on the farm, especially in countries 
with low levels of living. At the same time, a major 
share of any incremental income in urban areas may be 
expected to swell the demand for food. Shortages of 
food in relation to income may thus persist much longer 
than shortages of other consumer goods; indeed, the 


rate of growth of bod ameedacticn tee ee of total 
output of consumer goods may well be crucial in the 


pressure of excess demand and thus in setting limits on 


a feasible rate of general economic development. 


In those countries where it is the export sector of the 
economy which paves the way for total economic de- 
velopment, deficiencies in food production may be offset 
in whole or in part by higher imports. Export earnings, 
by providing a generalized form of purchasing power, 
may be used to compensate for imbalances between de- 
mand and domestic production generated in the course 
of economic growth. Unfortunately, as was shown in the 
World Economic Survey, 1956,1 not all countries are 
in a position to expand exports sufliciently to finance 
the enlarged import requirements associated with eco- 
nomic development. The underlying long-term element 
in this respect is that world demand for primary pro- 
duction tends, for a variety of reasons, to_lag behind 
the total level of economic activity. The effect of this 
factor has often been reinforced, however, both by 
policies to bolster primary production in industrial 
countries, and by growing domestic requirements for 
food and raw materials—in some instances in the face 
of discouragement of domestic production—in under- 
developed countries. 


The vital role of food supplies in economic develop- 
ment calls attention to another important feature which 
may differentiate inflationary demand pressures in de- 
veloped and under-developed countries. Excess demand 
pressure normally arises in developed countries~as a 
result of an increase in aggregate demand—except in 
the case of war destruction there are hardly any in- 
stances of such pressures originating in a decrease of 
supply. Food consumption is not only a much smaller 
proportion of the total consumer budget in developed 
than in under-developed countries but, in addition, it 
may more readily be sustained in the face of crop fail- 
ures by drawing on reserves of food or of foreign ex- 
change. The supply of industrial goods, on the other 
hand, is determined by the available capacity, which 
may be taken as a given datum in any short period, and 


*United Nations, World Economic Survey, 1956 (sales num- 
ber: 1957.11.C.1). 
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by the rate of its utilization, which depends upon the 
state of effective demand. Developed countries may 
therefore press ahead with the expansion of aggregate 
demand, with reasonably accurate knowledge of the 
prospective supply of consumer goods. In under-de- 
veloped countries, however, where agriculture _repre- 
sents a large—often the largest—component of output, 
supplies available for consumption in-any given year 
may depend more on the vagaries of climate than on 
the state of demand. Moreover, given the meagre food 
stocks and reserves of foreign currency available to 
most under-developed countries, it may often not be 
possible to offset crop failures by liquidation of stocks 
or by increasing imports. In such countries, therefore, 
inflationary demand pressure may originate as fre- 
quently from crop failures as from an increase of 
investment. 


Inflationary pressure in under-developed countries 
would hardly constitute the economic danger that is so 
widely feared, however, if it gave rise merely to a 
once-for-all increase in prices which then equilibrated 
demand and supply. Inflation derives its distinctive 
character from the fact that it involves a cumulative 
price spiral which may continue for Tong on its own 
momentum and raise prices out of all proportion to 
the initial inflationary impulse. In developed countries 
the key factor in such a Spiral is the direct two-way 
link between wage costs and prices. When prices rise 
labour seeks to offset the effect of higher costs upon its 
level of living by pressing for higher wages. The new 
wage, however, raises costs of production, thereby 
prompting business to raise prices in a second round 
and so the wage-price spiral continues on its upward 
course. 


In under-developed countries, where industrial 
labour accounts for a much smaller—in some instances 
a relatively minor—proportion of output, it might seem 
at first glance that there should be little danger of set- 
ting off such cumulative price spirals. Experience shows, 
however, that just the reverse is true; an inflationary 
impulse may be converted into galloping inflattor-much 
more quickly in under- éveloped 
countries. Irresistible pressure for wage increases is, 
of course, part of the answer in many of the under- 
developed countries, particularly in those where an in- 
flexible food supply leads to sharp increases in the 
cost of living; indeed, in countries with a long history 
of inflation wages may be contractually or Tegally linked 
to the cost of living. Though industry alone may be in 
position to mark up prices on the basis of higher wage 
costs, the indirect effect upon prices resulting from the 
spending of the incremental money wages may spread 
to the entire economy. Thus, though the wage sector 
may be considerably smaller in under-developed than 
in developed countries, the pressure of labour to protect 
its real wage rates, in the face of rising living costs 
associated with economic development, may set off an 
apparently endless wage-price spiral. 
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Nevertheless, wage pressure cannot be the entire 
explanation of the price spiral in under-developed coun- 
tries, since the tendency towards galloping inflation also 
prevails where the proportion of industrial to total 
production is exceedingly small and where organized 
labour has little bargaining strength. In such countries 
the momeninm of the price-spiral-may-be-acquired_not 
by the push of wages from below-but by the-pull of an 
excess money supply from above. In contrast with the 
forces that have been typically operative in industrially 
developed countries in recent years, where wage pres- 
sures have been the active factor in the spiral and the 
banking system has merely provided the additional cur- 
rency necessary to absorb output at the higher price 
levels, in many under-developed countries money supply 
may play the active role in the spiral, with both prices 
and wages adjusting to rising cash balances. 

The reason for this active role of money supply is to 
be found in the attitude of consumers and business 
towards holding of liquid assets. In many under-devel- 
oped countries, where levels of living “are low, and the 
real cost of holding larger cash balances as an alterna- 
tive to additional consumption or investment is cor- 
respondingly high, liquidity preferences may be rela- 
tively inelastic; that is to say, the public may be 
relatively unwilling to expand its holdings of cash bal- 
ances in relation to its income. Since capital markets 
are not highly organized in these countries, an increase 
in the stock of money in excess of requirements for the 
conduct of ordinary consumer and business transactions 
is thus likely to be spent on goods and services for 
consumption or investment. Though the problem may be 
important in any country where the stock of money is 
expanding rapidly, it is likely to be particularly acute 
in countries with long histories of rising prices in which 
confidence in the long-term stability of the value of the 
currency has been impaired. Except to the extent to 
which the higher money outlays resulting from growing 
money stocks may be offset by increased production, 
they must give rise to higher prices and wages. If the 
increase in stock of money can be halted, equilibrium 
may be reached when prices and wages have risen sufh- 
ciently so that the expanded transactions requirements 
match the enlarged stock of money. Otherwise, prices 
may rise indefinitely; and, as has happened, for ex- 
ample, in war-torn areas, the economy could conceivably 
be catapulted into a state of hyper-inflation. 


Faced with the difficulty of reconciling the targets of 
economic growth and economic stability, a number of 
under-developed countries have at times sought to push 
economic development at the expense of stability. 
Taking cognizance of the fact that unutilized resources 
were available to expand production, they evidently 
intended to increase their productive capacity rapidly 
so that with the maturing of investment projects it 
would be possible to achieve higher levels of consump- 
tion, as well as of investment. They thus hoped to avoid 
inflationary pressure under rapid economic develop- 
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ment on the basis of the same reasoning that applies to 
expansion of output in industrial countries during a 
period of depression. Experience has shown time and 
again, however, that this analogy is not valid. An indus- 
trial country may avoid pressure of excess demand from 
expansion during a period of depression because it 
has the capacity to increase output of consumption 
goods in line with expanding demand. An under-de- 
veloped country is handicapped in this respect by its 
inability to expand the supplies of consumption goods, 
and particularly of food, in the proportion that demand 
is stimulated by economic development. Though the 
rate of growth may initially have been accelerated by 
such “crash” programmes, often the inflationary pres- 
sure so generated became sufficiently intense in the end 
to be destructive of economic development itself. In- 
creasingly, countries have come to realize the dangers 
of seeking to purchase economic growth at the price of 
runaway inflation. 


The first step in a programme of economic develop- 
ment which pays due regard to requirements of eco- 
nomic stability must surely be a proper production 
policy. The better the balance that can be achieved in 
the allocation of resources as between rates of growth in 
consumption and investment, the less will be the burden 
thrown upon fiscal and monetary policy for the main- 
tenance of economic stability alongside rapid economic 
development. The better the balance, the easier will it 
be to achieve the saving required to finance any addi- 
tional investment by means of increases in production 
and income rather than by cuts in consumption. It 
needs always to be borne in mind that the saving which_— 
is required to finance any rate of investment does not 
to the proportion of income currently produced that 
the public is prepared to divert from current consump- 
tion. The higher-the rate of growth of production and 
income made possible by a properly balanced allocation 
of resources as between consumption and investment, 
the more saving will it be possible to obtain from the 
higher income and the less will be the need to squeeze 
it out from curtailment of consumption. 


Production policy needs to be co-ordinated, however, 
with fiscal and monetary policy if the economy is to 
achieve a rapid rate of development while preserving 
economic stability. Fiscal policy is doubly important 
in this respect, in view of its impact on both production 
and consumption. So far as the effect on production is 
concerned, it is necessary, at the expenditure level, to 
ensure that the budget should make the maximum con- 
tribution to development of the nation’s human and 
material resources; and, at the revenue level, account 
must be taken of the impact of taxation on private 
initiative and incentives to produce. No less important, 
however, is the role of fiscal policy in the allocation of 
resources as between consumption and investment. If a 
rapid rate of development is to be attained, it will 
clearly be necessary to lift the proportion of income 
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devoted to investment in under-developed countries to 
levels more nearly comparable with those prevailing 
in the highly developed economies. This objective can 
be met only through the most vigorous fiscal policy 
designed to offset the excess demand for consumption 
generated by higher investment outlays. 


Nor is fiscal policy likely to prove adequate by itself 
in containing inflationary pressure generated by eco- 
nomic growth; in under-developed, perhaps more than 
in developed countries, it needs to be accompanied by 
effective monetary policy. This follows from the special 
significance, noted above, which the quantity of money 
may have for secondary price spirals in many under- 
developed countries. Where liquidity preferences tend 
to be relatively inelastic, a balance between real de- 
mand and supply for saving may not be sufficient in 
itself to ensure a stable money demand for goods and 
services. An unchanging value of investment, of exports 


and imports, and of government expenditure and 
revenue, as a proportion of income, will only provide 
for an unchanging supply of consumption goods in 
relation to real income. It will not necessarily ensure 
stable prices, however, even in the absence of any cost 
pressures, in countries where consumers and business 
are unwilling to expand their holdings of cash balances 
in relation to incomes. Thus if investment, the govern- 
ment budget or the balance of payments should be 
financed by means involving a growing stock of money 
in relation to output, then money demand for goods 
and services, and with it the level of prices and wages, 
would rise continuously. To maintain price stability in 
such countries, the stock of money must be kept from 
rising more rapidly than production, except to the 
extent to which growing monetization of the economy 
may require additional currency. Fiscal policy must be 
reinforced by appropriate monetary policy to curb the 
price spiral. 


International Aspects of Inflation 


Part I of the present Survey concentrates very largely 
on domestic aspects of inflation; problems of interna- 
tional balance, having been examined at length in the 
World Economic Survey, 1956, are reviewed only 
briefly. Suffice it only to recall here that the problem of 
inflation, being world-wide in character, is a key factor 
in international economic balance. The role of external 
transactions in relation to internal pressures is a dual 
one. On the one hand, external balances may contribute 
to domestic economic stability by acting as a safety 
valve for the mitigation of internal pressures; excess 
demand may be partly offset by a rise in imports in 
relation to exports, and inadequate demand may be 
partly compensated by an offsetting change in the bal- 
ance of exports over imports. On the other hand, ex- 
ternal transactions also act as a transmission belt for 
spreading inflationary pressures from countries of 
origin to the rest of the world. 


In trade among developed countries the compensa- 
tory role of external balances has tended to be of con- 
siderable significance during the post-war years. Jn- 
creases in internal demand pressures have been partly 
offset by a rise in imports in relation to exports while 
decreases in internal demand pressures have been partly 
compensated by offsetting increases in the balance of 
exports over imports. So long as such adjustments take 
place within a framework of economic growth, they 
may be said to have the salutary effect of preventing 
unduly large disparities in the rate of advance of indi- 
vidual countries. Over the short term an external sur- 
plus may provide some stimulus to production in coun- 
tries which might otherwise lag behind the average rate 
of advance, while an external deficit may relieve some 
inflationary pressure in countries which run ahead of 


the average rate. If the changes in external balances are 
then used as signals for expansion of demand in the 
first group and for restraint of demand in the second, 
the rates of advance of individual countries may be 
rendered more nearly comparable at the same time as 
international balance is restored. In recent years, how- 
ever, concern over inflationary pressure, as has already 
been noted, has prompted both countries with deficits 
and countries with surpluses in their balances of pay- 
ments to resort to restrictive measures. The result has 
been to maintain a relatively unstable balance in ex- 
ternal payments, and even this has evidently been 
achieved only at the cost of slowing down the rate of 
economic growth. 


In the trade of under-developed countries, the com- 
pensatory role of external balances has been relatively 
less important. Since most of these countries continue 
to specialize in the export of primary products which 
are of limited significance in domestic consumption, a 
change in domestic demand is, in general, likely to 
have little impact on exports. At the same time inade- 
quacy of foreign exchange reserves restricts the ability 
of most under-developed countries to offset an expan- 
sion of domestic demand by higher imports of consump- 
tion goods; indeed, since an expansion of investment 
in such countries is possible only through higher im- 
ports of capital goods, it is even likely to necessitate a 
cut in imports of consumption goods, unless it can be 
offset by higher export earnings or by foreign capital 
funds. Both public and private capital flows to under- 
developed countries have increased significantly in 
recent years, but with the oncoming of the recession 
the outlook for the future has once again become 


clouded. 


INTRODUCTION 


In contrast with their role as a compensatory factor, 
external transactions of under-developed countries have 
been of major importance as a transmission belt for the 
spread of both inflationary and deflationary pressures. 
The transmission of such pressures has proceeded 
largely in one direction, from developed to under- 
developed countries. In recent years, however, infla- 
tionary waves originating in developed countries have 
been reflected back to them, as increases in import 
prices of food and raw materials have added to the 
momentum of their wage-price spirals. In view of the 
downward inflexibility of wage rates, the higher costs 
have become embedded in the price structure, continu- 
ing to raise export prices of industrial goods even after 
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import prices of primary products have fallen. At the 
same time, in so far as anxiety over the wage-price 
spiral has prompted the developed countries to impose 
restraints upon effective demand, the rate of their own 
economic growth, and with it the growth of the world 
economy, may have been adversely affected. Thus, the 
gyrations in prices in world trade associated with fluc- 
tuations in domestic pressures in developed countries 
have continued to be one of the most challenging 
problems facing the nations of the world. Recent ex- 
perience has made it abundantly clear that mitigation 
of instability of commodity prices is not only vital for 
the economies of under-developed countries but is also 
in the economic self-interest of the developed countries. 
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Chapter 1 


INFLATION IN INDUSTRIAL COUNTRIES 


Widespread concern has been voiced about the in- 
creases in prices which have accompanied the growth in 
economic activity in the industrial countries since about 
1954. Stabilization of the cost of living from 1952 to 
1954 had encouraged the hope that an end had come to 
the long period of post-war price inflation which had 
begun with the reconstruction boom from 1946 to 1948, 
had continued in many countries as a direct result of 
the devaluations of 1949, and had reached a climax 
during the early phases of the Korean conflict. This 
hope proved vain, however, and the upward course of 


prices was resumed during 1954 or 1955, and continued 


into 1958, long after the greatest pressures of demand 
had subsided in most countries and production had, in 
some cases, already begun to fall. 

Recent rates of increase in prices have not, in them- 
selves, been remarkable by comparison with corre- 
sponding rates in previous periods of rising output. On 
the contrary, price increases have in general been rela- 


tively modest when viewed in a long historical perspec- 


tive. As may be seen in table 1, there have been several 
periods since the eighteen seventies when wholesale and 
consumer prices in the United States were rising more 
rapidly than during the recent boom,? even if years of 
war, and of post-war shortage, are excluded. Experience 
in other countries was similar, on the whole, although 
in some countries the recent rate of increase in con- 
sumer prices appears to be higher than during previous 
peace-time periods prior to the Second World War for 
which data are available in table 1.” 


*It has been pointed out that the average rise in wholesale 
prices in the United States during the ascending phasé_of_ 
eighteen price cycles from 1850 to 1950 (excluding war and 
immediate post-war years) was 17 per cent; and that this may be 
compared with an average increase of 8 per cent in wholesale 
prices from December 1954 to August 1957. See Arthur F. Burns, 
Prosperity without Inflation (New York, 1957), page 13. 

* Where prices declined during past expansions in business 
activity, as in the late nineteenth century, and in the nineteen 
twenties, this seems to have been due to relatively large increases 
in supplies of primary products, which led to a decline in their 
prices. During other expansions, including the recent boom, 
commodity prices were generally stable or increasing. 


Table 1. Industrial Production and Prices during Periods of 
Rising Output, by Country 


(Average annual percentage change) 


Prices 
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Industrial Production and Prices during Periods of 


Rising Output, by Country (continued) 


(Average annual percentage change) 


Prices 
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Source: Production data for years before 1900, 
League of Nations, Industrialization and Foreign 
Trade (Geneva, 1945); production data for 1900- 
1937, Organisation for European Economic Co- 
operation, Industrial Statistics, 1900-1955 -(Paris, 
1955); Federal Republic of Germany: Bremen 
Committee for Economic Research, Wirtschafts- 
daten, 1956 (Bremen) and current official sources; 
France: Statistical Office, Annuaire Statistique de la 
France, 1956 (Paris) and National Institute of 
Statistics and Economic Studies, Bulletin de la 
statistique générale de la France (Paris); Sweden: 
Central Bureau of Statistics, Statistisk Arsbok for 
Sverige, 1921, 1922 and 1938 (Stockholm) and 
current official sources: United Kingdom: Nine- 
teenth Abstract of Labour Statistics, Cmd 3140 
(London, 1928); Werner Schlote, British Overseas 


While recent year-to-year increases in prices are not 
out of line with past experience, it is, perhaps, the per- 


Trade from 1700 to the 1930's (Oxford, 1952) and 
current official sources; United States: Department 
of Commerce, Historical Statistics of the United 
States, 1879-1945 (Washington, D. C., 1949) and 
current official sources; all other countries: 
League of Nations, Statistical Yearbook (Geneva) 
and current official sources. Data for the various 
periods shown refer to the territorial boundaries 
then in existence in each country; except that data 
for the Federal Republic of Germany for 1938 
relate to the 1937 boundaries. 

* From 1900 to date, total industrial production; 
for earlier periods, manufacturing production; in 
the United States, manufacturing production up 
to 1903. : 

» United Kingdom: export unit values for 
manufactures. 


be regarded as the ultimate cause of concern, giving rise 
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to the expectation of an indefinitely continuing depre- 
ciation of the value of money. 

Even this, however, is not an entirely new phenom- 
enon. Longer periods of upward trends in prices than 
that since the Second World War can-be-found in the 
past. One such period comprises the years from 1895 
to 1913, during which time wholesale prices in the 
United States rose at an average rate of 2.4 per cent per 
annum, compared with 1.4 per cent per annum from 
1948 to 1957.° On this evidence it might seem that there 
would have been more grounds for loss of confidence in 
the value of money by, say, 1910 than in 1958. 


Thus, if any distinction is to be drawn between the 
recent inflation and previous peace-time inflations it 
cannot depend simply upon either the extent or the per- 
sistence of price increases since the Second World War. 
If the distinction is to hold, it must rest rather upon new 
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features in the post-war situation, giving rise to the be- 
lief that modern inflations are different in kind, rather 
than in degree, from those encountered in the past. 


Since the Second World War, and to a growing extent 
in recent years, the belief has been steadily gaining 
strength that there is a new asymmetry in price move- 
ments, whereby prices of final goods, in particular, may 
rise but can rarely, if ever, fall. A variety of institu- 
tional and other changes since the nineteen thirties are 
thought to have combined to restrict the downward 
flexibility of prices, so that there is an inherent tendency 
to price inflation in all modern industrial economies. It 
is the upward bias in final prices that, if well founded, 
raises altogether new problems for policy consideration. 
It is the objective of the following section to throw light 
on this question through an examination of the nature 
of the inflationary forces at work in the industrial coun- 
tries in recent years. 


Causes of Inflation 


NATURE OF PAST EXPERIENCE 


An examination of relevant periods in the past sug- 
gests that not all the many situations which might be 
regarded, in common parlance, as “inflationary” can 
come within the framework of a single common defini- 
tion. Much of the difficulty surrounding contemporary 
discussion of the problem of inflation derives from the 
frequently made, implicit or explicit, assumption that 
there is only one kind of inflation—and therefore only 
one sort of remedy, or group of remedies, appropriate 
to deal with it. Essential to an understanding of the 
problem of inflation is the recognition that the differ- 
ences between one inflation and another may be at least 
as important as the similarities, and should therefore be 
taken adequately into account in the framing of anti- 
inflationary policy. 

The great inflations of the past—those in which the 
most powerful pressures were built up—do seem to have 
had one basic element in common: a shortage of con- 
sumer goods in relation to private income brought 


about by some sharp upward shift in the appropriation 


example, governments would divert real resources away 
from production of consumer goods and use them for 
prosecution of the war. At first, government claims 
upon the economy could be satisfied simply by absorb- 
ing any excess labour and capacity available. Once full 
utilization of resources was reached, however, any fur- 
ther increase in government requirements could be met 
only by reducing supplies of goods for non-military 
purposes. 


These developments were inevitably accompanied by 
higher taxation, but governments were usually unable 
Se 

° The period of abnormal post-war price inflation from 1946 
to 1948 is excluded from this comparison. 


or unwilling to use taxes to reduce consumer incomes as 
much’ as would have been required to maintain equilib- 
rium between the demand for consumer goods and the 
supply at the existing level of prices. They generally 
resorted to deficit financing,‘ thereby permitting pri- 


was brought into balance with supply through festric- 


tions upon consumers, preventing them from securing 
all the goods that they would have been prepared to 
buy at prevailing prices. Alternatively, in so far as 
prices of consumer goods were allowed to increase, 
profits of entrepreneurs tended to rise relative to wages 
and salaries. The crucial point here is that a larger pro- 
portion of profits is customarily saved than of wages 
and salaries. Thus the resources required for war pur- 
poses, over and above those set aside through higher 
taxation, were secured either through involuntary sav- 
ings by consumers—or by the limitation on real con- 
sumer demand accompanying the shift from contractual 
incomes to profits. _ a 


Even where controls were not employed, inflations 
might have been limited in scope if the changes in real 
incomes which had taken place had been acceptable to 
the population. Indeed, it could be argued that had a 
new equilibrium in the market for consumer goods been 
brought about by a once-for-all rise in consumer prices, 
the situation could scarcely be characterized as infla- 
tionary at all. For the term “inflation” implies a cumu- 


4TIn most cases it would have been necessary for governments 
to collect substantially more in taxes than they were currently 
disbursing if they were to eliminate excess demand altogether. 
For a lesser reduction in disposable personal incomes would 
probably have been offset in part by a fall in the proportion of 
income saved. 
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lative and self-sustaining process, while a single shift in 
prices does not. 


In practice, however, even where people recognized 
the primary claims of war upon available resources, 
they were not usually prepared to acquiesce in a major 
redistribution of real income. Nor were they generally 
in agreement among themselves as to the proportion of 
the total burden which each group in society should 
bear. Consequently, various groups in the community 
would, in the absence of strong controls, seek to mini- 


mize the impact of income shifts upon themselves by 
claiming advances in money incomes to compensate for 
at least part of the primnary rise in prices brought about 
by the initial excess of demand over supply. These 
increases in incomes would in turn affect final prices, 
and in this way self-sustaining price spirals were read- 


ily started. 


It can be said, in fact, that almost as important in 
determining the extent of war-time inflations as the 
excess of demand over supply was the morale of the 
population as a whole, and the degree to which they 
were prepared to accept war-time controls and the 
changes in absolute and relative levels of living brought 
about in consequence of the war. It is striking that many 


public morale could no longer tolerate the deprivations 
engendered by war. 


While the most acute inflations of the past have been 
those associated with deficit spending by governments in 
time of war, there are certain other forms of inflation, 
on a lesser scale, which could logically be brought 
under the same general heading. It has been seen that 
the critical element in war-time inflations was the in- 


crease in the appropriation of real resources by the 


government without a fully commensurate advance in 
the appropriation of personal income through taxation, 
thus leading to a shortage of consumer goods at existing 
prices. Exactly the same situation could be brought 
about in the consumer sector by an increase in the use 
of resources by business for purposes of investment. 
Given full utilization of resources, so that the only 
growth in output is that which results from slowly rising 
employment, capacity and productivity, any consider- 
able advance in investment must reduce the real re- 
sources available for the production of consumer goods 
in relation to personal money incomes. This would tend 
to generate the same sort of cumulative process as that 
discussed above in the case of the war-time inflations. 


An inflation could also result from a diversion of real 
resources from the consumption sector for the purpose 
of increasing net investment abroad—with similar 
forces operating, once again, as in the case of a rise in 
domestic investment or government deficit. While there 
have been some instances in which an increase in net 
foreign investment has provided the primary impetus 
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to an inflation in an industrial country, the expansion 
in the export sector has usually acted in combination 
with forces operating elsewhere in the economy, or has 
helped to promote an upsurge in domestic investment. 


Thus far inflationary situations have been considered 
in which resources are shifted from the consumption 
sector of the economy to some other sector. However, 
even with a given distribution of resources at full em- 
ployment between consumption and other uses of out- 
put, a shortage of consumer goods could develop if 
consumers decided to spend a higher proportion of their 
incomes than usual. With the aid of accumulated liquid 
assets they might even decide to spend more on con- 
sumption than they were currently earning. A typical 
instance of this occurred in the years immediately fol- 
lowing the Second World War, when consumers used 
their war savings to replenish their stocks of items 
which had been unobtainable during the war; but other 
cases of significant relative increases in personal spend- 
ing have occurred even without large backlogs of de- 
ferred demand. Circumstances of this type could initiate 
a conflict between various social groups for the limited 
goods available—in a manner analogous to that already 
discussed—in the process of which a more or less severe 
upward spiral of factor incomes and prices would 
develop. 


The various situations described above, all of which 
have in common the appearance of over-all shortages of 
consumer goods, are referred to in the discussion which 
follows as situations of “excess aggregate demand”. 
Under this heading should probably be included most, 


if not all, of the most intense inflations of the past, 
especially those associated with war. 


In a second type of inflation the essential common 
element is a shortage of certain specific items; the prices 
of these items rise and thereby exert pressure on the 
prices of other goods. The most characteristic situation 
of this type is that in which supplies of raw materials 
respond sluggishly to a general advance in demand. 


The basic difficulty here is not, as in the first case, 
that supply in general falls short of aggregate demand 
at existing prices. It is rather that the pattern of supply 
is ill adjusted tothe pattern of demand; or, to put the 
same point in another way, that the typical elasticities 
of supply of various commodities are widely different, 
depending upon whether they are products of agricul- 
ture or industry, whether the time taken to produce 
them is long or short, whether there is excess capacity— 
and so forth. As before, the rise in prices becomes 
cumulative because of its tendency to affect the level or 
distribution of real income, and because of the resist- 


conditions in which resources in general are far from 


fully employed; experience during the economic re- 
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covery of the nineteen thirties provides an ample 
illustration. 


The two forms of inflation discussed thus far both 
arise from_an excess of demand—whether global, as in 


the first case, or sectoral, as in the peer: A self-sus- 
taining process of price inflation may, however, also be 
set in motion without any excess of demand. Various 
social g1 groups may may seek to change the Tevel of their 
remuneration _or their shares in total real income with- 
out any initial impetus such as would arise from gov- 
ernment appropriation of resources in time of war, ond 
this may prompt similar action by other groups. For 
example, labour may feel in a particular situation that 
its share of total real income, or, more simply, its level 
of income ought to be higher. To this end it may seek 
and obtain increases in money wage rates. ‘This, how- 
ever, may be followed by a rise in prices, entrepreneurs 
being unwilling to absorb the increase in costs them- 
selves. If, as a result of such a situation, factor incomes 
begin to rise faster than productivity, prices will be 
forced upwards by the increase in factor incomes per 
unit of output. This sort of inflation is frequently de- 
scribed as “cost inflation” because it works through the 
impact of rising factor incomes upon costs of pro- 
duction. 


Production costs may also be raised by increases in 
the prices of Smports of food and raw materia The 
latter will have both a direct effect upon costs, and also 
an indirect effect in so far as wages are increased in 


response to any rise in the cost of living due to the 
direct effect. 


For the industrial countries as a whole, a rise in im- 
port prices could generally be regarded as coming 
under the heading of “excess sectoral demand”, since it 
would normally be due to the inability of primary pro- 
ducing countries to increase supplies of primary prod- 
ucts as rapidly as the growth in demand from the 
industrial countries warranted. But a single industrial 
country might be confronted with rising import prices 
even though its own demand was falling. This could 
occur either because the demand of other industrial 
countries important in world trade was rising, or be- 
cause the country in question had devalued its cur- 
rency. In either event, import prices, and hence costs of 
production, would rise without any growth in domestic 
demand. 


The fact that cost inflation can—and, indeed, often 
does—accompany demand inflation has sometimes been 
thought to imply that the former is never present with- 
out the lat latter. It is argued that workers would not be 
able to secure advances in money wage rates if there 
were not excess demand for labour; or alternatively that 
it is only in a state of excess aggregate demand that 
entrepreneurs could succeed in passing on increases in 
wage costs to the consumer in the form of higher prices. 


With respect to the first of these contentions, it may 


be conceded that the ability of any factor of production 
to raise its money income may depend to some extent 
upon the level of demand for its services. Thus, wage 
demands are not likely to be as aggressive nor as suc- 
cessful under conditions of mass unemployment as 
under full employment. It remains doubtful, however, 
whether wage demands are likely to be highly sensitive 
to the percentage of unemplo ment, and most govern- 
ments are not prepared to see unemp oyment rise 
beyond _a certain level. It is, of course, quite possible 
that wages might tend to increase somewhat faster when 
Gremplonaent represented, say, one per cent of the 
labour force than at the level of 5 per cent; data ex- 
amined below suggest that this may be so. This is not 
to say, however, that the rate of increase at the latter 
level would be negligible, or that it would not exert an 
upward pressure on prices. 


Nor can it be assumed that wage increases can be 


passed on to the consumer or only wl whet demand is already 
excessive, and that a price spiral is therefore possible 
only within the context of an inflation brought about 
by other factors. Even under conditions in which output 
is at less than capacity rates, it is entirely possible for 


employers to apply a customary percentage markup to 


their direct costs in fixing their prices, and thus to raise 


their prices proportionally in response to any increase 
in wage costs. Consequential changes in the level of 


output and employment would depend on the effect of 
higher wages and prices upon personal savings and 
decisions to invest, which in turn would no doubt vary 
with circumstances. Thus if output were already declin- 
ing and substantial excess capacity existed, price in- 
creases might well deter some expenditures which would 
otherwise have taken place. Other situations can be 
envisaged in which rising prices, by leading to the 
expectation of still further increases at a later stage, 
might accelerate expenditures for consumption and 
investment. In an economy operating reasonably close 
to full utilization Sant apiere salen in- 


creases, provided they were moderate, might have little 
effect on the level of output and employment. 


THE QUESTION OF EXCESS AGGREGATE DEMAND 


Inadequacy of data unfortunately makes it difficult to 
undertake a thoroughgoing comparison of the recent 
inflationary period with corresponding periods prior to 
the Second World War. However, data for the United 
Kingdom and the United States for the Second World 
War and early post-war years provide some striking 
contrasts with more recent developments. There is, of 
course, no suggestion that the inflationary forces en- 
countered during recent years have been of a magnitude 
comparable with those experienced during the Second 
World War. Nevertheless, the war-time and early post- 
war record is of interest in drawing attention to the 
nature of the inflationary forces encountered in periods 
during which there was unquestionably excess aggre- 
gate demand. 
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It will be seen from table 2 that the outstanding 
feature of war-time developments in these two countries 
was a very large rise in the demand for private savings. 
Private savings represent that part of gross private in- 
come after tax which the community does not consume, 
but which it devotes instead to investment, domestic or 
foreign, or to financing any excess of government ex- 
penditures over revenues. The main claim upon private 
savings during the war resulted from the « deficit financ- 
ing of governments, which rose to a level equivalent to 
as much as 35 per cent of gross private income in the 
United Kingdom in 1942-1944 and 21 per cent in the 
United States in the same period.® 

It is doubtful whether shifts in resources of this mag- 


nitude could have been achieved without general eco- 
nomic controls, one of the principal objects of which 
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was to induce a larger volume of private saving than 
would otherwise have been forthcoming. As a result of 
the operation of these controls, consumers built up large 


accumulations of liquid assets, which, once the war was 


over, they began to use to purchase consumer goods 
which had long been in short supply. In spite of the 
fact that governments were rapidly releasing resources 
to peace-time use during the early post-war years, infla- 
tionary pressures grew owing to the large-scale pur- 
chasing power in the hands of consumers, and the inevi- 
table delays before supplies of civilian goods could be 
expanded sufficiently. The pressure of consumer demand 
in the United States in 1947-1948 is reflected in the low 
level of personal saving, as shown in table 2; the ratio 
of personal saving would, in fact, have been consider- 
ably lower but for continuing shortages of durable con- 
sumer goods, particularly motor vehicles.® 


Table 2. Gross Private Saving: Demand and Supply, United Kingdom and United States 


(Percentage of gross private income after tax *) 


United Kingdom United States 
al 1938 1942-1944 1947-1948» 1937 1942-1944 1947-1948 

average average average average 

Demand for gross private savings 
Gross domestic inyestment.< siass <item ole 15.2 0.9 17.3 15.0 5.1 17.6 
Budget aencit, On culpllis.(—=))s accueil ED 35.3 —4.7 —0.7 2122 —6.8 
Export balance: pee .. occ acs: avos eri tors Sarees —14 — 4 — 0.08 6.4 4.2 
Total demand for gross private saving........... 15.0 27.0 9.8 14.3 32.7 15.0 

Supply of gross private saving 

Personal disposable) incomes .c...25 404+ fan wees 4 ome 89.3 89.9 89.6 90.0 89.3 88.4 
Personal saving yon eve tcssc tens hc eet tare oe rob 4.4 16.9 —05 4.8 21.9 3.9 
Gross Corporale Savile nacre cantina 2 ee eer actor 10.7 10.1 10.4 oo 10.7 LL 
Total supply of gross private saving 4............ 15.0 27.0 She, 14.7 32.6 15.2 


Source: United Kingdom: Central Statistical Office, Statisti- 
cal Digest of the War (London, 1951) and National Income and 
Expenditure (London); United States: Department of Commerce, 
National Income, 1954 (Washington, D. C., 1955). 

* Gross private income after tax is defined as gross national 
expenditure less current government revenue plus current 
government transfer and interest payments. It is identically 
equal to the sum of the export surplus, budget deficit (govern- 
ment deficit on current account), gross domestic fixed capital and 
inventory formation, and private consumption (import and 
budget surpluses being treated as negative items). 


In the United Kingdom _pressures-were-more-intense 
because per capita consumption was lower than before 
the war and substantial resources had to be devoted to 
the replacement of war damage. Thus even though sup- 
plies of goods were much more limited than in the 
United States, consumption exceeded personal dispos- 
able income in 1947-1948. In these circumstances, 
rationing and price controls were retained, pent-up 
demand continued to affect the market for consumer 
goods for many years, and the price inflation resulting 


* The proportion for the United States would be 28 per cent 
if economic and military aid furnished to other countries were 
included in the government deficit instead of the export balance 
as in table 2. : 


> Data for 1947-1948 not fully comparable with data for 
previous periods. 

¢In the United States, government investment is reflected in 
the budget deficit, or surplus, rather than in gross domestic 
investment. 

4 Equal to the sum of personal saving, corporate saving and 
total capital consumption allowances less depreciation of general 
government sector—the last two components being combined in 
gross corporate saving. Apart from rounding error, supply of 
gross private saving differs from demand by the amount ae 
statistical discrepancy. ; 


from the war was distributed over a much longer period 
than in the United States. 


It is no surprise to find that the inflationary forces 
experienced in the industrial countries since 1950 have 
been much less powerful than those of the war and early 
post-war years. What is more significant, however, is 
the implication of the data that cases of excess aggre- 
gate demand involving a rise in demand for saving in 
relation to income have been fairly few and far between. 
«STE aeeenenerieeeniengiansesiainesiialil nsielsteieaie ss (et 


* Consumption of passenger cars alone was equivalent to only 
2.5 per cent of gross private income in 1947-1948, compared with 
3.9 per cent in 1949-1950, on the average. The ratio of personal 
savings to gross private income after tax averaged 6.3 per 
in the United States from 1950 to 1956, : vn 
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If we consider first the inflationary upsurge from 
1950 to 1951 associated with the Korean conflict, we 
find that government expenditures did increase signi- 
ficantly in a number of countries, and that in a few cases 
this was accompanied by rising domestic investment. 
Moreover, several countries in which no important ad- 
vance occurred in the pressure of domestic demand 
nevertheless received an inflationary impetus from 
abroad in the form of a sharp rise in the demand for 
their exports. 


Some countries had a sufficient margin of productive 
resources to enable them to meet a substantial advance 
in total demand. Others drew upon their foreign ex- 
change reserves to finance greater shipments of supplies 
from abroad. But above all, the expansion of demand 
was itself held in check by government action, particu- 
larly in the form of substantial increases-in tax rates. 
Thus in many cases budget surpluses increased con- 
siderably in 1951, as shown in table 3. . 


Although most countries experienced an increase in 
the total demand for saving out of gross private income 
after tax in 1951, this did not, in general, bring about a 
shift to profits, as is suggested by the data on gross 
corporate saving in table 4.’ In several instances, more- 
over, the absence of serious pressure upon the economy 
in 1951 is suggested by a relative increase, or at least 
stability, in personal savings,® even though labour’s 
share in private disposable income generally rose. 


The salient point about the situation in 1951 was that 
governmental anti-inflationary measures were based on 
the assumption of a much larger rise in military ex- 
penditures than actually occurred. In practice, rearma- 


* The main exceptions are Sweden and the United Kingdom, 
and probably also Norway. In Norway and Sweden the shift to 
profits was the result of windfall gains in the export market for 
wood products rather than of any excess of domestic demand. 


“In France, however, pressure from consumer demand is sug- 
gested by a sharp relative decline in personal savings in 1951. 


Demand for Gross Private Saving, by Country 


(Percentage of gross private income after tax *) 


Table 3. 
Country and item 1950 1951 
Belgium 
Pons domestic investment............ 19.2 19.3 
Budget deficit, or surplus (—)......... —0.3 —1.0 
Internal demand for saving.......... 18.9 18.3 
TE Oe ee eee —3.1 yes 
Total demand for gross private saving 15.8 20.7 
Canada 
Gross domestic investment............ 28.7 32.9 
Budgef deficit, or surplus (—)......... —6.9 —9.0) 
Internal demand for saving.......... 21.8 23.9 
OOS ee eee —2A 3.0 
Total demand for gross private saving 19.4 20.7 
Denmark 
Gross domestic investment............ 24.6 20.7 
Budget deficit, or surplus (—)......... —4.6 —3.8 
Internal demand for saving.......... 20.0 16.8 
Beret palate a5 Yok een 5 oe a ees page ao —1.4 
Total demand for gross private saving 15.5 15.5 
Federal Republic of Germany 
Gross Seach aden es OTT ee 28.0 28.9 
Budget deficit, or surplus (—)......... —4,8 —7.2 
Internal demand for saving.......... 23.3 Oho 
Dreteiet DARN OO Acie arp ages it cates’? Tle 2.4 
Total demand for gross private saving 21.8 24.1 
France 
Gross domestic investment............ 23.5 22.6 
Budget deficit, or surplus (—)......... —4.4 —3.6 
Internal demand for saving.......... 19.1 19.0 
Export balance. .......-.-- dna anil ee OA —1.9 
Total demand for gross private saving 18.7 17.1 


Ital 
ross domestic investment 
Budget deficit, or surplus (—) 
Internal demand for saving 
Export balance 
Total demand for gross private saving 


1952 1953 1954 1955 1956 
18.1 Se, 19.4 19.0 20.2 
1.4 2.2 3.4 1.0 0.3 
19.5 20.1 22.8 20.0 20.4 
2.6 1.2 0.3 3.1 3.4 
22.0 213 23.0 23.1 23.8 
28.8 30.6 26.3 29.5 34.5 
—4.9 2.0 —2.9 ial) 3 4 
24.0 26.8 23.4 29.8 29.3 
0.9 ed al —3.0 antl 
24.8 24.6 Pep 22.8 23.6 
21.4 24.0 24.1 
—3.6 —4.5 ate) 
17.8 19.5 On 
0.7 0.5 —2.2, 
18.6 1:9 16.9 
29.3 rape) 28.7 33.2 31.3 
—8.4 —10.9 —l13 Si Neg ee os) 
20.9 17.0 17.4 21.5 19.5 
3.9 53.0 4.5 3.1 4.5 
24,2 22.0 21.9 24.6 24.0 
22.8 21.1 20.7 21.8 23.0 
Salar —2.4 —2.8 —2.9 —2.2 
2 Nerve 17.8 18.9 20.8 
—2.1 —0.9 0.2 0.7 —2.0 
19.0 WHT 18.0 19.6 18.2 
201 24.9 29.0 
—1.6 a —2.0 
21.9 23.3 22.4 
—2.3 —2.0 aa) 
19:2 21:3 20.5 
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Table 3. Demand for Gross Private Saving, by Country (continued) 
(Percentage of gross private income after tax *) 
Country and item 1950 1951 1952 1953 1954 1955 1956 
Japan 
one domestic investment >........... 31.6 39.7 “atl 34.5 a ee yas 
Budget deficit, or surplus (—)°.....5... —9.8 —13.2 —10.1 —9.1 —6. ie sc 
Internal demand for saving.......... 21.9 26.5 23.6 25.4 23.3 : ae 
Export balance mre teyc itera as one see GBs) 3.8 2.8 0.2 12 oe oe 
Total demand for gross private saving 25.2 30.3 26.4 25.6 24.5 ; 
Netherlands 
Gross domestic investment............ 36.3 32.9 24.7 28.4 Daal a1.5 ae 
Budget deficit, or surplus (—)......... —10.8 —13.6 —16.4 —12.9 —10.3 —8.1 ae 
Internal demand for saving.......... 25.9 18.9 8.3 15.5 23.4 23.4 : 
Export walanees auc. Moe en ee eae dar sale —0.5 11.0 7.8 1.6 4.2 —2.7 
Total demand for gross private saving 18.5 18.4 19.3 23.3 29.1 27.6 Deak 
Norwa 
Cee domestic investment............ 34,1 34.6 35.3 36.8 36.3 36.7 33. 
Budget deficit, or surplus (—)......... —8.3 —9.4 —9.9 —9,1 —8.0 —8.9 —8.6 
Internal demand for saving.......... 25.4 252 25.4 abet 28.3 27.8 25.1 
Export balance ct. ocmiscurs Ore os 0 M- =A) WZ =i —6.2 —=—T 2 =i —0.4 
Total demand for gross private saving 18.7 26.4 24.7 21.5 21.1 22.7 24.7 
Sweden - ' 
Gross domestic investment............ 21.4 29.6 27.0 24.5 26.3 28.5 21.9 
Budget deficit, or surplus (—)......... —3.0 —5.7 —6.9 —6.7 —6.9 —teh —8.3 
Internal demand for saving.......... 18.4 20.0 20.0 17.9 19.4 20.7 19.3 
ERPOLt DalaiCepacercer Weuanisrs's When niers 0.7 D2 0.6 1.2 —0.4 —11 —().3 
Total demand for gross private saving 19.0 23.2 20.6 19.1 19.0 19.6 19.0 
United Kingdom 
Gross domestic investment............ 13.8 20.6 16.4 Lt: 17.4 20.3 20.0 
Budget deficit, or surplus (—)i. . ae —5.3 —3.9 —1.5 —0.7 —l.l1 —2.6 —1.9 
Internal demand for saving.......... 8.6 16.7 14.9 16.9 16.4 17.7 18.1 
BoportWalanee a nn” nocsgs cat ne manatee 3.0 —3.3 13 0.9 1.6 —03 1.6 
Total demand for gross private saving 11.5 13.4 16.2 ivf 18.0 17.4 1n7 
United States 4 
Gross domestic investment............ 24.3 24.7 PALLET 21.9 20.5 23.1 23.2 
Budget deficit, or surplus (=)... 4.2... —6.5 —5.1 —17 —1A —1.0 —3.7 —3.9 
Internal demand for saving.......... 17.8 19.6 20.0 20.5 19.6 19.4 19.3 
Pex per ppalalice. ana). ante ec. yeas on 0.8 1.4 0.9 0.1 0.5 0.4 1.0 
Total demand for gross private saving 18.6 21.0 20.9 20.6 20.0 19.8 20.3 


Source: Statistical Office of the United Nations and Bureau of 


¢ General government and public corporations. 
Economic Affairs. 


* See footnote a to table 2. 
> Prior to inventory valuation adjustment. 


ment programmes were scheduled over considerably 
longer periods than had originally been contemplated in 
the latter months of 1950. Consequently, the measures 
of restraint tended to over-compensate for the growth in 
demand, with the result that industrial production, after 


allowance for seasonal movements, levelled off or de- 


Kingdom, where pressures appear, from data in tables 3 
and 4, to have been greater than in the other countries 
listed. 


If, despite the absence of serious demand pressures, 
prices nevertheless rose considerably, this was due 
largely to the effect of the upsurge in business activity 
upon the prices of primary products, supplies of which 
did not respond readily to the growth in demand. The 


‘In the United States all government investment other than 
construction is reflected in the budget deficit, or surplus, rather 
than in gross domestic investment. 


impact of this development upon the general structure 
of prices is indicated further below. 


Unlike the boom of 1950-1951, which was primarily 


the result of actual or anticipated increases in defence 


investment and in the consumption of durable goods. 
Part of the increase in demand reflected purchases 
deferred from the period of the Korean conflict, when 
measures had been taken to free enginering resources 
for defence purposes. As the government absorption of 
military hardware levelled off or declined at the end of 
this period, it became possible to supply larger quan- 
tities of producer and consumer durables, and various 
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Table 4. Supply of Gross Private Saving," Selected Countries 


(Percentage of gross private income after tax b) 


Country and item 1950 1951 


Canada 
Personal disposable income 
Meramralisayime. or. oo Skk cae hess 
Gross corporate saving °............... 
Total gross private saving 


lo) 
DAR Aros Onan 


SCHOO HNMNN ANNO MBER BiNON 
lee) 


fund found 
Nr 


Denmark 
Personal disposable income 
MGreOna SAVINE. . wise s vcacadsewn 
Gross corporate saving................ 
Total gross private saving 


\O 
\O 


— 
— 


France 
Personal disposable income............ 
POREGMAL SAVING. 60). sks s os eons oe 
Gross corporate saving................ 
Total gross private saving 


es) 
(es) 


j—! jd 


Japan 4 
Personal disposable income............ 
TL GEMIIE i 6, Sic vie nék ia wnis'm «0 
Gross corporate saving ®............... 
Total gross private saving 

Sweden 


Personal disposable income............ 
RENIN BRVIOE  e  e Ue'es wc cu a ass ws 
Gross corporate saving................ 


Total gross private savin 
United Kingdom 3 2 


Personal disposable income............ 
ROE PANE 6 a ace ie ws ws a nee 
Gross corporate saving................ 


Total gross private saving 
United States 


Personal disposable income............ 
Ea ae a er a 
Gross corporate saving................ 
Total gross private saving 


NRE Oo HH 
SWID WEREA BSWO GWAHD AWwWH NAANN PNOH 


i oe) 
DROP WWON NHHO DHNSO 


HH © 
he dl 
ial con RRS oa 


reel o 
Ee Lo am pees RODE GG) Sea ENS 


ee) 
nN & oo NOnNr 
ee) 


i 
Nr 
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1952 1953 1954 1955 1956 
84.5 84.0 83.2 83.3 83.5 

8.6 8.5 9.0 etl 6.8 
15.5 16.0 16.8 16.7 16.4 
24.1 24.5 21.8 22.4 23.2 
91.9 91.3 90.3 
10.5 11.3 ine 

8.1 8.7 aL 
18.6 19.9 16.9 
85.8 86.0 85.9 85.9 86.5 

4.8 3.7 3.9 5.0 4.7 
14.2 14.0 14.1 14.1 13.5 
19.0 Vii 18.0 19.6 18.2 
89.4 86.5 87.6 86.9 85.4 
16.2 10.9 10.8 13.7 15.4 
10.6 13.5 12.4 13.1 14.6 
26.8 24.4 23.1 26.8 30.1 
85.5 86.5 87.0 89.1 89.5 

6.2 Def 6.0 8.7 8.5 
14.5 13.5 13.0 10.9 10.5 
20.6 We 19.0 19.6 19.0 
87.7 86.5 85.5 86.5 86.5 

3.1 3.4 29 4.4 6.7 
12.3 13.5 14.5 13.5 13.5 
15.4 16.9 17.4 17.9 20.2 
86.9 87.2 86.8 86.0 86.3 

7.2 (oll 6.3 3:2 6.2 
13.1 12.8 13.2 14.0 13.7 
20.4 19.9 19.6 19.3 SRS 


Source: Statistical Office of the United Nations and Bureau of 
Economic Affairs. 

® Equal to the sum of personal saving, corporate saving and 
total capital consumption allowances, less depreciation, of general 
government sector—the last two components being combined in 
gross corporate saving. Apart from errors of rounding, the failure 
of details to add to total demand for saving shown in table 3 in 
some countries is attributable to one or more of the following: 


restraints on private demand, including taxes, were 
therefore relaxed. 


These sources of higher demand were, however, 
counterbalanced by other factors. Personal saving 
tended generally to advance in relation to total private 
income, without any significant shift in the distribution 
of such income. Furthermore, a mildly anti-inflationary 
influence was exerted by the government sector. As 
shown below, this was mainly because of the relative 
stability or decline of government expenditures while, 
at given tax rates, government revenue rose more than 
incomes by virtue of the operation of progressive per- 
sonal tax systems. In those cases in which domestic 
demand nevertheless pressed upon supplies, over-all 
shortages were avoided through larger imports. The 
cushioning effect of supplies from abroad upon infla- 
tionary tendencies at home was felt more freely in 


residual error, inventory valuation changes not adjusted for, or 
lack of conceptual comparability between the national and the 
United Nations system of accounts. 

b See footnote a to table 2. 

e After inventory valuation adjustment for non-corporate as 
well as corporate stocks. 

4 Before inventory valuation adjustment. 

¢ Excluding public corporations. 


1955-1957 than in 1951 because of the much smaller 
degree of governmental control over imports. 


The net effect of the interplay of these various forces 
was that, while demand for savings frequently rose in 
relation to gross private income from 1953 or 1954 to 
1956, the increases were relatively small, on the whole. 
Moreover, in few cases was demand pressure appre- 
ciably higher than in 1951 or 1952, when output and 
income had been lower; and in several countries pres- 
sure was lower. In these circumstances there was gen- 
erally sufficient elasticity in the consumption sector to 
absorb whatever increases in demand pressure took 
place during the recent boom. Thus the pressure from 
demand in 1955 and 1956 did not catse-a-general shift 
to profits; on the contrary, the rise in -savingsoften 
accompanied _a change in the distribution of income 


unfavourable to profits. Such data as are available for 
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1957 point to a considerable relaxation in demand pres- 
sure in that year in nearly all countries, as shown in 
chapter 4. 


Indications on the side of demand are, therefore, that 
the usual symptoms of excess aggregate demand are not 
readily discerned in most of the industrial countries 
during the recent boom. However, some temporary 
pressures were-experienced in the Netherlands, and a 
more acute situation developed in France.® Both coun- 
tries allowed temporary deficiencies in supply to be 
made good through imports, though in France pressures 
in the second half of 1957 were aggravated by the need 
to impose import restrictions. In the Netherlands the 
peak of demand pressure was reached in 1956, probably 
as a result of a fall in personal savings in relation to 
disposable income as indicated by a 9 per cent rise in 
the volume of consumption in that year. French re- 
sources were severely strained by rising defence ex- 
penditures and private investment in 1956-1957; at the 
same time expectation of rising prices led consumers to 
devote a higher proportion of their incomes to con- 
sumption than in 1955. Despite these pressures of de- 
mand, the distribution of income shifted in favour of 
wages in both France and the Netherlands in 1956, 
owing to the introduction of price controls. 


An examination of the supply situation in the indus- 
trial countries during the recent boom confirms the 
conclusions reached in the foregoing analysis of de- 
mand. While output rose in relation to capacity in the 
early stages of the expansion, there was little or no 
indication of significant pressure upon supplies of con- 
sumer goods. As may be seen in chart 1, by 1956, and 
still more in 1957, the rate of increase in total output 
was slackening, owing mainly to a slowing in the growth 
of demand, partly induced by government action. 

No shortages of food emerged anywhere, and in 
North America heavy food surpluses accumulated. 
While the food component of the cost of living in- 
creased substantially in a number of western European 


countries, this was due to government policy with re- 
spect to farm prices and to higher costs of processing 


°In the United Kingdom the demand for private savings in- 
creased fairly steadily in relation to income throughout the 
period from 1950 to 1956. It was possible for this to occur with- 
out aggregate demand becoming excessive, mainly because of a 
corresponding rise in personal saving without any major shift in 
income distribution. The later retention of rationing, as well as 
of various forms of restraint on consumer supplies, caused 
elements of pent-up demand to persist in that country much 
longer after the end of the war than in most other countries. 
In fact pent-up demand for consumer durables probably lasted 
well into the nineteen fifties, saturation of this demand being 
further postponed by diversion of resources to defence after 
1950. As supplies of all types of consumer goods returned to 
normal after the end of the Korean conflict, while the ratio of 
cash balances in the hands of the public to the national product 
declined by 1956 to something like the pre-war level, the per- 
sonal savings ratio in the United Kingdom reached a magnitude 
much more comparable with similar ratios in other countries 
than had been the case in 1950-1951. The rising trend of the 
personal savings ratio in Sweden also reflected some of the same 
factors as indicated above. 
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rather than to any shortage of supplies.*° World export 
prices for food scarcely changed in the course of the 
boom, and raw materials were in sufliciently good sup- 
ply to prevent prices from rising very much, except for 
the metals. There is, moreover, no evidence of any 
unusual pressure upon service facilities in any of the 
industrial countries nor of any difficulties in meeting 
transport requirements, except in so far as this was 
caused by the shortage of petroleum products and of 
shipping associated with events in Suez. 


In manufacturing, no pressure upon supplies de- 
veloped in the non-durable sector- fotat textile produc- 
tion in western Europe averaged little or no higher 
during the period of strongest over-all demand in 1954- 
1955 than at the end of 1950, when production in the 
Federal Republic of Germany was still relatively low; 
and while a substantial advance in the output of textiles 
took place at the end of 1956 and the first half of 1957, 
there was still no indication of a textile shortage. In 
North America, textile production remained below pre- 
vious post-war peaks throughout the recent boom. 


It was mainly in the sector of the economy producing 
durable manufactures that significant shortages were 


encountered—if indeed, the term “shortage” can be 
used to describe the situation which developed tempo- 
rarily in some countries during 1955 as a result of the 
clash between the growing claims of investment and of 
durable consumption upon the metals and engineering 
industries. The significance of these developments in 
generating price increases during the recent boom will 
be considered further in connexion with the examina- 
tion of excess sectoral demand below. 


Data on employment and unemployment confirm the 
general view of demand pressure in the industrial coun- 
tries set forth above. Non-agricultural employment rose 
significantly in the course of the boom, although gen- 
erally not more so than in the 1950-1951 upswing. In 
most countries, moreover, the rise in employment in 
manufacturing was not so marked as in 1950-1951. In 
fact in Denmark manufacturing employment at the 
high point of the boom in 1954 was lower than in 1950, 
while in Sweden such employment in 1954-1956 rose no 
higher than in 1951. In the United States total manufac- 
turing employment during the recent boom did not 
regain the level reached at mid-1953. 


In those western European countries for which data 
are available, average hours worked per week in manu- 
facturing appear to have increased only slightly in 
1954 and 1955—at which point they were generally 
little higher than in 1950-1951—and to have declined 
once more thereafter except in France. Although the 
same sort of movement occurred in Canada and the 


ay The poor harvest experienced by some western European 
countries in 1954 was largely offset by increased food imports 
In Sweden, however, a poor haryest contributed to rising food 
prices in 1955, since government policy was designed to compen 
sate farmers for loss of income. ser 
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United States,4 average weekly hours worked rose no 
higher than the level recorded in 1951. 


Relatively few countries recorded lower unemploy- 
ment percentages than in 1951, even in 1955. Although 
unemployment percentages in Belgium and the Federal 
Republic of Germany were substantially lower than in 
previous years and certain types of skilled workers were 
in great demand, neither. an 
over-all shortage of labour. Unemployment in Denmark 
and Italy remained high. In Canada, Norway, Sweden 
and the United States unemployment percentages never 
declined to the level of 1951. Only in France, the Neth- 
erlands and the United Kingdom was the percentage of 
unemployment in the recent boom not only relatively 
low but also lower than in 195]. 


It is worth emphasizing that the degree of flexibility 
in supply may easily be underestimated if unemploy- 
ment percentages which appear very low are inter- 
preted too literally. Real output did not tend to level off 
to any greater extent in 1956 in countries with very low 
unemployment than in countries with higher or even 
very high unemployment. Where the demand for labour 
is relatively strong, employers in particular industries 
experiencing slack demand may prefer to retain work- 
ers in the expectation of a rise in activity later on rather 
than dismiss them and run the danger of going short 
of labour subsequently.*? Moreover, there has been a 
considerable growth in recent years in the importance 
of technical and supervisory personnel, who on the one 
hand cannot readily be dispensed with in the absence of 
major declines in output, and who also may be capable 
of servicing a much greater rate of output without sig- 
nificant reinforcement when demand rises. The fact that 
the service sectors of the economy were able to maintain 
or increase their share of the total labour supply, while 
in several countries manufacturing did not draw off 
labour from other sectors, is yet another indication that 
pressures in the labour market were not particularly 
severe during the recent boom."* For these reasons there 
was a much greater potential for the expansion of pro- 
duction, and even for shifts in the pattern of produc- 
tion, than might be deduced on the basis of some of the 
very low prevailing unemployment figures, in them- 
selves. 


41 Except that average weekly hours worked in manufacturing 
dropped in 1954, owing to the recession. 

127 explaining the failure of productivity to rise in the 
Netherlands in 1957, the Government, in its reply to the United 
Nations questionnaire on economic trends, problems and policies 
for 1957/58, stated that “. . . owing to demand factors, produc- 
tion did not further increase in the second half of 1957, without 
this having resulted in a proportionate discharge of workers.” 
The United Kingdom Treasury, Bulletin for Industry (London), 
January 1958, stated, regarding recent productivity trends, that 
“If firms generally had concentrated on using their improved 
capital equipment to the full, the same output could have been 
achieved with fewer men...” Similar phenomena have occurred 


in most other industrial countries in recent years. 

18 In the United Kingdom, for example, the distributive trades 
and professional, financial and miscellaneous services together 
have been continuously increasing their share of total civilian 


THE CHARACTER OF RECENT PRICE INFLATION 


Three main elements may be distinguished in the 
price inflation in industrial countries during the recent 
boom. As demand increased, certain specific shortages 
or bottlenecks were encountered, especially. in the basic 
metal and metal-using industries, which led to advances 
in the prices of the items affected; these increases ex- 
erted an upward pressure on the general level of prices 
through their impact upon the costs and prices of other 
sectors. Further pressure on prices was brought to bear 
through the tendency of wage increases granted in 
dynamic industries during the recent upswing to spread 
to the rest of the economy, where productivity was not 
increasing sufficiently rapidly to prevent wage costs 
from advancing. Finally, certain autonomous increases 
in the cost of living, due to such factors as the realign- 
ment of rents, gave added momentum to the wage-price 
spiral through their effect on wage demands. ~ 


The effect of excess sectoral demand 


Increases in demand may lead to shortages of par- 
ticular products long before the point is reached at 
which total demand exceeds_total supply. Even where 
there is heavy unemployment and large-scale excess 
capacity, a general rise in demand will usually en- 
counter differing elasticities of supply in various sectors 
of the economy, depending upon how quickly produc- 
tion can be expanded in each of them; furthermore, 
demand for some goods may rise much more rapidly 
than for others. This may result in temporary shortages 
in certain sectors, and consequent price increases in 
those sectors. Developments of this type certainly con- 
tributed to the rise in prices which occurred during the 
upswing from 1932 to 1937, despite the fact that at no 
point during that upswing did output as a whole press 
against capacity. 


There are two ways in which shortages in particular 
sectors of the economy may lead to general price infla- 
tion, without any over-all excess demand. Costs may 
increase in the sectors experiencing shortages, and the 
resulting price increases may raise the costs—and hence 
the prices—of other sectors. In this way upward pres- 
sures of costs on prices may spread throughout the econ- 
omy, and may become cumulative and self-sustaining. 
On the other hand, shortages of particular raw materials 
or types of equipment may limit the expansion of output 


employment throughout the period since mid-1951, albeit some- 
what more slowly from mid-1954 to mid-1955 than in other years, 
This contrasts with the year from mid-1950 to mid-1951, when 
the share of these sectors dropped significantly. The share of 
manufacturing rose from mid-1954 to mid-1955, though less 
rapidly than from mid-1950 to mid-1951; its share declined in 
1956 and further in 1957. In Norway likewise, the share of trade 
and miscellaneous activities in total employment was maintained 
or increased during the recent boom. The share of industry in 
Norway also rose up to 1956 but much more slowly than from 
1950 to 1951; its share declined in 1957. In Canada and the 
United States the share of manufacturing in total civilian em- 
ployment at the peak of the boom was lower than in 1953; in the 
United States, in fact, employment in manufacturing in 1955- 
1956 was less than in 1953, absolutely as well as relatively. 
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Chart 1. Production and Employment* 
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(Indices, 1950=100; unemployment in percentage) 
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Source: United Nations, Monthly Bulletin of Statistics; Organisation for European Economic Co-operation, General Statistical 


Bulletin. 
a Changes for 1957, in some cases, are based on less than full year data. 
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in sectors dependent upon them, thus leading to a shift 
to profits in the latter sectors through price increases 
that are independent of, or greater than, the accompany- 
ing rise in costs. The two kinds of price effect are to 
some extent alternative, the one reflecting merely in- 
creases in costs and the other involving higher profit 
markups induced by shortages of supply. 


As indicated above, it was primarily in the durable 
goods industries, and in the basic industries supplying 
them, that the question of sectoral demand pressure 
arose during the recent boom. There were two aspects 
of this question. The basic industries in western Europe 
were unable, during certain phases of the boom, to meet 
all demands placed upon them, and time had neces- 
sarily to elapse before additional investment could come 
to fruition in the form of enlarged capacity. On the 
other hand, the capital goods industries, even though 
able to supplement their supplies of raw materials 
through imports, could not always expand their own 
output as rapidly as demand increased, because the 
period of production in these industries is characteris- 
tically much longer than in other industries. The maxi- 
mum pressure in the capital goods industries was 
experienced relatively early in the boom; it was pri- 
marily in 1955 or even 1954 that shortages in these 
industries were of sufficient importance to become a 
matter of public discussion. By 1956, and still more in 
1957, new capacity was becoming available more rap- 
idly than demand was expanding, and the problem 
became one of increasing costs and prices rather than 
of inadequacy of supplies. 


In the United States the excess of new orders for 
machinery over deliveries averaged about 8 per cent 
during 1955 and the first half of 1956. This, however, 
appears to have been due primarily to the long lead 
time typical in the production of machinery. It seems 
clear that output was lower in relation to capacity in 
the durable goods industries at the peak of the boom in 
1956 than at the previous peak in 1953;1* moreover, 
employment in these industries was 3 per cent lower, 
while the total labour force and total unemployment 
were both higher than in 1953. There was, however, a 
grey market in steel structural shapes in 1955, though 
this was limited to special items. Whatever shortages 
there may have been in specific items were not serious 
enough to prevent total exports of steel mill products 
and of machinery from rising appreciably in 1955 and 
still more in 1956; nor did they suffice to prevent output 
per man-hour from advancing considerably in both 
steel-producing and steel-using industries. 


In western Europe the growth of demand for engi- 
neering products led to pressures for supplies of coal 
and steel which could not be satisfied in full from 
western Europe’s domestic resources. The deficiency 
was, however, met by higher imports from North 
America. There were, likewise, indications of heavy 


4 See chapter 4 for further discussion. 


demand for the output of the engineering industries, 
notably the accumulation of new orders in excess of 
deliveries in the Federal Republic of Germany, the 
Netherlands and the United Kingdom. In the Federal 
Republic the peak of the build-up of excess orders was 
passed in 1954, and the backlog was already being 
rapidly reduced in 1955. Here again, the problem may 
have been primarily one of the length of time required 
for production to mature. In Belgium and Sweden, 
backlogs of orders in the engineering industries de- 
clined continuously from 1951 to the end of 1955. In 
both countries orders picked up in 1956, but not enough 
to warrant the conclusion that demand was pressing on 
capacity. In Italy domestic production of engineering 
products rose more than domestic consumption through- 
out the boom. 


Aside from France and the Netherlands, where, as 
noted above, there was some pressure of aggregate de- 
mand upon supply, it was probably in the United 
Kingdom that the durable goods sector was hardest 
pressed, mainly in 1955;7° the fall in production in 
1956 occurred entirely in the consumer durable sector, 
but even in the capital goods sector the backlog of 
orders began to decline. Even in the United Kingdom, 
however, shortages were not sufficiently serious to pre- 
vent output per man-hour and the volume of exports*® in 
the engineering industries from rising at about the same 
rate in 1955 as in the previous year, when output was 
lower in relation to capacity. 


On the whole, therefore, while specific shortages 
were experienced temporarily in certain countries dur- 
ing the recent boom, they were not sufficiently wide- 
spread or prolonged to impede aggregate output sig- 
nificantly anywhere. It does not, of course, follow from 
this that shortages did not influence developments in 
prices or balances of payments. 


Increasing demand for coal, steel or engineering 
products was reflected in the imports of many Euro- 
pean countries, and contributed to the balance of pay- 
ments difficulties experienced by the Scandinavian 
countries and the United Kingdom in 1954 or 1955, 
by the Netherlands in 1956 and by France in 1956- 
1957. As shown below, it was this fact which accounted 
for the relatively stronger anti-inflationary measures 
introduced in these countries than elsewhere. 


The magnitude of changes in the prices of coal, steel 
and machinery is shown in table 5. The price of coal 
did not increase in 1955, but did rise sharply in 1956 


** The United Kingdom, Economic Survey, 1956, Cmd 9728 
(London), characterized the situation in 1955 as follows: 
“Demand for capital goods remained high and, for the first time 
since 1950, new orders exceeded deliveries . . . Shortages of steel 
which appeared during the year, were responsible for some 
restrictions of activity and, more frequently, lack of special 
shapes and sizes led to the accumulation of work in progress”, 


** After adjustment for the effect of the dock strike towards 


ee of 1954 on the distribution of exports between 1954 and 
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and again in 1957. Steel and machinery prices likewise 
rose little in 1955, in most countries, but accelerated 
their advance in 1956-1957. To what extent these price 
increases represent a delayed reaction to the increase 
in demand pressure, to what extent relative decreases 
in productive efficiency arising from the attempt to 
expand output, and to what extent rising wages is diff- 
cult to determine. It is worth noting, however, that in 
the basic metals and metal-fabricating industries direct 
unit costs generally rose as much, in 1956, as prices. 
Comparable data are not available for mining, but 
there are some indications that costs rose there too. 
The data on physical output per man-shift in coal pro- 
duction generally failed to show any substantial in- 
crease during this period, whereas average hourly 
earnings were rising sharply, so that wage costs per 
unit of output also rose. The greater utilization of im- 
ported coal and steel further increased costs, owing 
to high transport charges. 


Table 5. Wholesale Prices of Coal, Steel and 
Machinery, Selected Countries 


(1953 = 100) 
Item and country 1954 1955 1956 1957 
Coal 
es eee er er 98 98 104 109 
Federal Republic of Germany.... 98 99 106 112 
ke ee ae 100 99 102 103° 
United Kingdom............... 96 99 129 140 
MEE HMIPD Oc 5 es pw ace as 94 94 106 116 
Steel 
REPRE ee net sia Sno ataies Of 113) 124 132 
Federal Republic of Germany.... 97 98 100 105 
USE ee eae ee 8 99 107 114 
OS Ae Ae 91 109 145 147 
United Kingdom............... fo, oe 110" 122 
Beet SBI: Se es ee oe sn 103 104 lll 119 
Machinery 
Federal Republic of Germany.... 98 100 105 106 
eee eee 99 100 103 104 
SMR eet Sofa oie Se Sisal 6 spon 92 94 101 106 
United Kingdom*.............. 101 103 108 115 
Bieieed Sitio? et kc > 102 105 113 121 


Source: Statistical Office of the United Nations; Organisation 
for European Economic Co-operation; machinery prices are 


calculated from national sources. 
* Fight months. 
b Including transport equipment. 
¢ Export unit value. 


It will be noted that if, in an attempt to avoid in- 
flationary manifestations of this sort, total demand is 
reduced, the price paid for elimination of excess de- 
mand in the hard-pressed sectors of the economy will 
be reduction of output in all other sectors, where de- 
mand is not pressing upon capacity. This difficulty may, 
of course, be avoided by measures designed to limit 
demand for the goods in short supply while maintain- 
ing total demand. Even this kind of measure suffers 
from the shortcoming that the greater the restraint 
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placed upon demand, the smaller the incentive to enter- 
prise to remedy the specific shortage through creation 
of the necessary additional capacity. It is for this reason 
that it is important, in devising measures to deal with 
sectoral shortages, not to lose sight of the fact that 
relative increases in prices of goods in short supply 
may be an essential part of the mechanism to increase 
supplies in line with growing demand. 


The process of cost inflation 


It has already been explained that the extent and 
duration of any price inflation, whether it originates 
in excess aggregate or sectoral demand, depends on 
the degree to which the various income earning groups 
are willing to accept changes in their absolute or rela- 
tive shares of income resulting from the primary price 
increase or seek to protect themselves against such 
changes by offsetting wage and price increases. It was 
also noted that cost-price inflation is possible without 
any excess of aggregate or even sectoral demand if the 
earnings of labour rise more rapidly than productivity, 


wa DRA Teena = 4 
or if import prices go up for reasons unconnected with 


. 


the level of demand in the importing country. In so 
far as entrepreneurs pass on to consumers the full 
amount of any increase in wage costs, the object of the 
original advance in wages is frustrated, and this tends 
to lead to a repetition of the cycle, and hence to a wage- 
price spiral. Some absorption of increased wage costs 
without any jump in prices is, of course, possible in 
the event that other costs decline or entrepreneurs de- 
cide to accept a cut in profit margins. When, however, 
total costs increase beyond a certain point, entre- 
preneurs are bound to raise their prices, and this, 
again, may provoke a further round of wage and there- 
fore price advances. Increases in import prices have a 
direct effect upon the price level in proportion to the 
significance of imports in the economy, but they may 
also provide the occasion for a wage-price spiral 
through their impact upon the cost of living and thus 
upon wage demands. 


It is in the very nature of wage-price spirals that it 
is difficult to determine ultimate responsibility for the 
starting of the spiral. However, autonomous increases 
in the cost of living have been of considerable import- 
ance in a number of countries in recent years in con- 
tributing to the upward spiral of wages and prices. 
It was noted earlier that in countries where rationing 
and other direct controls were retained for a relatively 
long period after the end of the Second World War, 
the price increases resulting from the war took very 
much longer to work themselves out than in countries 
where controls were withdrawn relatively early. Even 
in the latter countries rent controls were retained after 
other controls had disappeared, and they are still to 
be found in many countries. The recent realignment of 
rents with other consumer prices is reflected in table 
10 below, where it can be seen that in every country 
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except the United Kingdom™ rents rose significantly 
faster than consumer prices as a whole from 1953 to 
1956. The raising of indirect taxes and reduction in 
subsidies have also had important effects in pushing 
up the cost of living in a number of countries. 


The importance of autonomous factors of this type 
in affecting the cost of living may be illustrated by a 
comparison between developments in the Federal Re- 
public of Germany and the United Kingdom. While 
retail food prices in the United Kingdom rose by about 
50 per cent from 1950 to 1956, the corresponding in- 
crease in the Federal Republic was less than 20 per 
cent, despite the fact that prices paid to farmers in the 
two countries increased in about the same proportion. 
The main reasons for the difference were that food sub- 
sidies were reduced during that period in the United 
Kingdom, whereas they had been of minor importance 
in the Federal Republic in 1950; and that, with the 
expiration of government trading, the United Kingdom 
was no longer able to purchase food abroad on par- 
ticularly favourable terms, while the Federal Republic 
was paying world market prices throughout. In con- 
sequence, the latter’s import prices scarcely changed,"* 
while United Kingdom food import prices rose 20 per 
cent. 


Apart from the effects of spontaneous advances in 
the cost of living on wages, cost inflation may start, as 
noted above, wherever a conflict arises between various 
groups in the effort to maintain or improve their shares 
of total real income; such a conflict may result from 
pressure of excess aggregate or excess sectoral demand, 
but may also occur in the absence of any such pressure, 
depending upon the character of wage demands of 
employees and of price policies of entrepreneurs. The 
following section analyses the manner in which cost- 
price spirals have developed in the manufacturing sec- 
tor of the economy in recent years.’® 


Prices and costs 


Prices in manufacturing have, for the most part, 
conformed roughly to changes in costs throughout the 
period since 1950.*° An examination of the year-to-year 


*T Control of rents in the United Kingdom was greatly eased 
in the Rent Act of 1957, 


** For a more complete account of these developments, see 
United Nations, World Economic Survey, 1956 (sales number: 
1957,11.C.1), page 85. 


** Similar studies cannot be made in most other sectors of the 
economy. In some cases, the problem arises from lack of ade- 
quate data on such sectors as distribution and trade. In other 
cases, such as government, services, and finance, there are in- 
tractable conceptual problems involved in identifying prices and 
products. Such difficulties also limit the usefulness of any 
aggregative analysis of cost-price relationships. 

*® The derivation of price and cost components is discussed in 
the footnote to table 6. It should be noted that the term “price”, 
as used here, has a special meaning. It represents the average 
price of transactions that occur at all stages of the productive 
process and is, therefore, conceptually akin to the general whole- 
sale price index; the latter, however, is a base-weighted price 
index, selective in coverage, whereas the former is current- 


changes in individual countries shown in table 6 indi- 
cates that with very few exceptions the change in price 
fell between the change in wage cost and the change in 
materials cost. Gross margins** between direct costs 
and price tended to contract about as frequently as they 
tended to widen. Although the variations were fre- 
quently quite large in relation to the margins them- 
selves, they were, on the whole, small in relation to 
price. 


For all countries as a group, gross margins between 
prices and direct costs did not show any greater 
tendency to widen in the industries that are commonly 
considered to have administered prices” than they did 
in other industries; in fact, during the latter part of 
the period there was, if anything, a balance in the other 
direction. In only one of the “administered price” in- 
dustries did margins widen in more countries than they 
narrowed; this was petroleum and coal products, and 
in the particular period under review the widening mar- 
gins may have been due to changing technology and 
product mix.?* Nor does it appear that there was any 
widespread tendency for margins to widen in the indus- 
tries where prices increased most. Industries where 
widening margins were associated with increasing 
prices or narrowing margins with decreasing prices 
were no more common than industries showing the re- 
verse relationship. 


It is often argued that the importance of adminis- 
tered prices lies not in their quantitative significance 
but in their key position in such industries as the steel 
industry, where they play an important role not only 
in terms of their effect upon the costs of other industries 
but in setting a pattern for the economy as a whole. 
It has not been possible to test this proposition at the 
level of detail which would strictly be required. How- 
ever, data for the two broad groups of industries pro- 
ducing basic metals and engineering products do not 


weighted and covers the pricing of all inter-plant flows of pri- 
mary materials, intermediate and final products in manufac- 
turing. The extensive duplication that results from considering 
the pricing process at all stages of production is reflected in the 
preponderant share of materials cost in gross value of product. 
In 1950, cost of materials and fuel ranged between 52 and 65 
per cent of gross value of product among the eight industrial 
countries considered here. In view of this, changes in the mate- 
rials cost component can be expected to exert a substantial 
influence on changes in price purely as a result of duplicating 
transactions. On the other hand, wage cost in these countries in 
1950 ranged between 14 and 19 per cent of gross value of pro- 
duction; were the value of supply of only final products con- 
sidered, as measured by the gross national product plus imports, 
the range of variation in the share of wages (compensation of 
employees) would rise to between 29 and 52 per cent. Similarly, 
the gross margin over direct costs would represent a larger share 
of gross national product plus imports than of the gross value of 
production. 


** Gross margins differ from profit margins in that they in- 
clude overhead costs. 

** Including metals and metal processing, products of petro- 
leum and coal, transport equipment, chemicals and tobacco. 

** Tn all countries, the proportion of petroleum products, which 
have extremely low direct costs, has been increasing, and the 


technology of petroleum refining itself has become increasingly 
capital-intensive. 
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Table 6. Indices of Price and Cost Components in Manufacturing,* Selected Countries 
(1950 = 100) 
Country and item 1951 1952 1953 1954 1955 1956 
Canada 
OG 2G a oad Se 112 
Direct cost per unit of output................ 115 it ii 14 17 138 
Wage cost per unit of output................ 112 120 123 123 129 198 
Materials cost per unit of output............. 113 112 108 112 116 194 
Denmark 
De ale aie ganic da 5 Sug hs Woks wea heeds 117 120 
Piieoer-COst per UTE OF OULPUT. 00.6... een cess 122 125 118 tie 190 
Wage cost per unit of output................ 109 118 120 119 122 
Materials cost per unit of output............. 126 127 118 115 119 
Federal Republic of Germany 
7 RCRA IS any ee ein ara 114 117 é 
i geen per unit Of eutputs 66 eis es ee ee a at as ee =e 
age cost per unit of output.............005 107 110 107 104 10 
Materials cost per unit of output............. salt ne 120 an ak 
Netherlands vl 
EN BOR os 5 CAs sa haa Ad 8453.0 0%%% « 117 117 111 
Direct cost per unit of output.................. 119 112 109 ii iil 190 
Wage cost per unit of output................ 108 111 108 116 119 127 
Materials cost per unit of output............. 122 112 109 110 110 118 
Norway 
Pre. i... fen a MMs Sein Rigi iere NG KR Rew s 125 128 123 123 130 135 
Direct cost per unit of output.................. 125 130 125 125 134 140 
Wage cost per unit of output................ 110 123 124 122 128 134 
Materials cost per unit of output............. 129 132 125 126 135 142 
Sweden 
Prica....\).-+-++- Seas SB RNKE Nor wey Shi eden oes 137 137 129 137 142 
Direct cost per unit of output.................. 133 144 134 142 147 
Wage cost per unit of output................ 118 139 137 144 149 
Materials cost per unit of output............. 138 146 133 141 146 
United Kingdom 
1 EE Ne 2 OS 0 127 130 136 143 
Direct cost per unit of output.................. 128 129 136 144 
Wage cost per unit of output................ 115 128 134 144, 
Materials cost per unit of output............. 131 129 136 144 
United States 
IE EN een las aha on G5 us ee ee nls > 109 109 112 113 114 LU 
Direct cost per unit of output.................. 112 110 112 112 112 114 
Wage cost per unit of output................ 110 114 118 115 116 119 
Materials cost per unit of output............. 113 109 110 112 112 114 


Source: United Nations Bureau of Economic Affairs. 


*Indices of price and cost components in manufacturing 
obtained by dividing appropriate value indices, based on data 
derived from national industrial censuses, by indices of the 


generally show a widening of margins during the re- 
cent boom. ee 
ee 

The approximate proportionality of changes in 
prices and direct costs does not imply that the former 
are determined by the latter. This fact in itself is just 
as consistent with a situation in which wage movements 
are highly sensitive to profit movements as with a situa- 
tion in which gross margins, including profits, respond 
passively to changes in the combined cost of wages and 
materials. The discussion below of the determinants of 
direct costs cannot therefore be interpreted as implying 
any particular view as to the relative responsibility of 


volume of production. Cost of materials includes fuel and elec- 
tricity. Except for the Netherlands, wage cost is defined to 
exclude salaries. In the case of Norway, data cover manufactur- 
ing and mining, the latter sector comprising 2 per cent of the 
total gross value of production of both sectors in 1955. 


the various groups of income receivers for the cost- 
price spiral of recent years. 


Various factors have tended to raise direct costs dur- 
ing the period under review. From 1950 to 1951, owing 
to the Korean commodity price boom, materials costs 
rose more than prices, and more also than wage costs. 
From 1951 to 1954 materials costs generally declined. 
Wage costs at first registered a substantial further ad- 
vance in 1952; in several countries this involved a 
process of catching up, partly or wholly, with prices. 
There followed a period of two or three years in which 
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wage costs were in general approximately stable.** 
Thus prices also were fairly stable or even falling from 
1951 to 1954, Wage costs resumed their advance in 
1955 in Norway, Sweden and the United Kingdom, 
and in 1956 in Canada, the Federal Republic of Ger- 
many and, to a lesser extent, in the United States. 
This advance was accompanied by an upturn in mate- 
rials costs beginning in 1954. Prices continued to fol- 
low the broad over-all movement in direct costs. 


Such data as are available for 1957 indicate that 
the rise in wage costs generally continued, and in 
Canada and the United States it may have accelerated. 
Prices of primary products, however, generally turned 
down in the course of the year, and in a number of 
countries—Belgium, Denmark, Italy, the Netherlands 
and Norway—prices of manufactures followed, al- 
though the decline was smaller than the drop in raw 
material prices. Prices of manufactures levelled off 
during the year in the Federal Republic of Germany, 
Sweden and the United Kingdom, but continued to in- 
crease throughout the year in the United States. 


Determinants of direct costs 


On the whole the behaviour of materials costs re- 
flects demand and supply conditions in a fairly simple 


way. For agricultural materials with inelastic supply, 
the level of demand will determine the price, although 


for individual countries representing a small part of 
world demand, domestic demand may have little or no 
effect upon prices of goods entering into foreign trade. 
For materials derived from sectors of the economy 


where the major direct cost is labour, changes in prices 
will depend upon changes in wage Costs, unless supply 
epee UP 


is inelastic here also, owing to insufficient capacity. 
However, certain of the minerals with a relatively high 


value per ton appear to behave more like agricultural 
products than Tike manufactures. As was pointed out 
in the discussion of sectoral excess demand above, mate- 
rials costs in all of the metal and metal-using indus- 
tries in western Europe rose significantly during the 
course of the recent boom. In North America, where 
capacity in these industries was less fully utilized over 
most of the period, the rise in materials costs was 
less important. 


It cannot be said that the explanation of wage cost 
behaviour is as simple as that of materials costs. The 
most that can be done is to indicate the broad tenden- 
cies that seem to emerge from the data available, with- 
out attempting to bring all the institutional and other 
complexities of wage determination into the framework 
of this brief exposition. 


** Although table 6 shows no data for the United Kingdom for 
1952 and 1953, wage costs per unit of output in manufacturing 
were unchanged from 1952 to 1954 according to data contained 
in Economic Survey, 1958 Cmnd 394 (London), page 18. The 
sharp rise in wage costs in the Netherlands in 1954-1955 resulted 
from wage movements compensating for the previous policy of 
wage restraint. 


The behaviour of wage costs per unit of output must, 
of course, be the resultant of interactions between two 
types of movements—those in average earnings per 
man-hour and those in average output per man-hour. 
The greater the rise in hourly rates of production, the 
higher the hourly earnings that can be paid without 
any increase in unit wage costs, and vice versa. Stability 
in wage costs thus requires one simple condition: that 


changes in average hourly earnings move in proportion 
to changes in average output per man-hour. Such a 
condition does not imply that hourly earnings must 
move proportionally to productivity in every industry ; 
all that is required is that, on the average, increases in 
earnings should not exceed increases in productivity. 
As is shown below, however, earnings tend to move 
more or less in the same proportion in all industries, 
while productivity usually rises very much more in the 
rapidly expanding industries than in the rest of the 
economy. Consequently, the pace set for the economy 
as a whole by wage increases in the dynamic sectors 
may well be in excess of the average rate of increase 
in over-all productivity. Even if earnings in the dy- 


productivity advances in those particular industries, 
they may still set a target rate of wage increases for 
other industries which is well in excess of the produc- 
tivity growth achieved. 


Experience in recent years indicates that rates of 
increase in hourly earnings have varied far less between” 


Table 7. Inter-industry Variations in Hourly Earn- 
ings and Productivity in Manufacturing, 


1950-1956 


(Percentage) 


Coefficient of variation 


Country? ———_____—_—_—_—_._ Avera 
id Average hourly Output per pps eye ; 
earnings man-hour unemployment 
Ttaly 2 ota coke eens 22 76 9.5. 
Belayiin, sits cues aoe 2 ies 10.1. 
Canada. aes eee 19 118 SES 
Denmark to. osc oes 19 89 9.8 
United States’. ... + eeuee 18 95 4.1 
Netherlandse. .2.......... i 99 el 
Federal Republic of Germany 12 38 (Gs: 
Weller. sieme ieee eee ll 62 2.4 
United Kingdom. ......... 10 81 15 
Biravicee Ate. fe ske seen ee 9 88 aie 
Nox waytcxmrecet ces erence 9 86 LZ 


Source: United Nations Bureau of Economic Affairs, based on 
official national statistics. Owing to differences in definition, un- 
employment percentages are not in all cases entirely comparable 
between countries. 

_* Countries ranked in descending order of the relative disper- 
sion of percentage changes in earnings. 

> Coefficient of variation is the standard deviation expressed 
as a percentage of the mean change. It measures the extent to 
which percentage changes in hourly earnings and output per 
man-hour in various industries are clustered about the mean 
percentage change for all manufacturing industries, 

° 1951-1955. ©1950-1955. 

4 1951-1956. £ 1952-1955. 
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ndustries than rates of increase in output per man- 
ior, as shown in table 7.2° Not all countries exhibit 
he same degree of inter-industry uniformity, or cohe- 
iveness, in wage movements. As table 7 shows, there 
eems to have been some tendency for the uniformity 


** This is not to-suggestthat-changes in hourly earnings have 
een completely insensitive to changes in demand. In the United 
“igdom, for example, during the upswing in economic activity 
rom 1953 to 1955 and again over the period 1955-1957 when 
emand slackened, differential inter-industry changes in earn- 
ngs were significantly assOciated with differential intér-industry 
hanges in the demand-supply position for labour as measured 
sy the changing ratio of unfilled” vacancies to applicants” for 
vork. At the same time it should be noted that the range of 
anges in earnings was much smaller than that of changes in 
he ratio of unfilled vacancies to applicants for work. In Sweden, 
nter-industry changes in earnings over the period 1947-1954 have 
yeen found to be related to the “state of the labour market”, 
hat is, the demand for labour in relation to the supply (see 
Sent Hansen and Gésta Rehn, “On Wage Drift—A Problem of 
ifoney-Wage Dynamics”, in Twenty-Five Economic Essays in 
Yonour of Erik Lindahl (Stockholm, 1956) ). 
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to be greatest where the labour supply has been tightest, 
as in the Netherlands, Norway, Sweden and the United 
Kingdom, and least where there has been persistent 
unemployment, as in Belgium, Denmark and Italy. 


Output per man-hour has generally grown fastest 
under the stimulation of rapidly expanding output. In 
part, differences between industries in rates of growth 
of output per man-hour depend upon the pace of tech- 


** It is impossible to evaluate quantitatively the influence of 
institutional arrangements in the labour market upon the rela- 
tive cohesiveness of the wage structure, but it would appear 
that such considerations as the system of trade union organiza- 
tion and the size of its membership, the industrial area of col- 
lective bargaining, the policies followed in respect of wage 
demands and the extent to which government participates in 
wage determination are all significant. The national collective 
bargaining system in Sweden and the role of government in 
wage determination in France and the Netherlands may have 
contributed to the uniformity of wage changes in these three 
countries. These institutional factors impart a degree of cohe- 
siveness to inter-industry wage variation that has no counterpart 
in the inter-industry variation of output per man-hour. 


Table 8. Determinants of Wage Cost in Manufacturing, by Country* 


Average annual percentage change, 1950-1956 » 


Country and item 


Average annual percentage change, 1954-1956 » 


Output 
per 
Output man-hour 
Belgium 
All manufacturing............... 6.0 4.4 ¢ 
Janada 
Average of highest quartile........ 10.1 6.8-" 
ee manatacturing..............: 4.2 2.4 
Jenmark 
Average of highest quartile........ 7.0 3.5 
Al) waaneiaeturing....:.........:. 22 1:5 
Vederal Republic of Germany _ 
Average of highest quartile........ 28.4 7.0 
AD manufacturing..........-..-- 16.5 6.7 
“Trance : a 
All manufacturing............... 7.3 7.0 
.taly 
ll manufacturing..........----- 10.5 SST ae 
"Vetherlands 
Average of highest quartile........ 11.3 4.8 
Pibmanulacturing......-.--+-+%- 7.0 2.6 
“Vorway 
Average of highest quartile........ 9.5 Det 
ll MaMUsAchuriNe. 22.2262 - 2s 5.6 3.0 
Sweden 
Average of highest quartile........ 7.8 6.4.00 
All manufacturing. .......+-.+.+.- 2.8 2.8 
Wnited Kingdom 
Average of highest quartile........ 5.6 1.7 
AN] manufacturing..........--++- 3.5 12 
United States 
Average of highest quartile........ ae 3.0 
All manufacturing...........---- 4.7 « 2.38 


Source: United Nations Bureau of Economic Affairs. 

* Wage cost per unit of output for Belgium, France and Italy 
Herived from data for average hourly earnings and output per 
man-hour. In all other countries, wage cost data are based on 
industrial censuses as indicated in table 6. 


Average Wage cost Output Average Wage cost 
hourly per unit per hourly per unit 
earnings of output Output man-hour earnings of output 
4,4 4 — 9.5 6.4 ¢ 4,4, 4 ae al 
ae 
8.1 0.9 14.5 Cell! 4.2 —2.5 
T.7- —4.7 Al) 1.9 3.8 1.8 
4.5 0.8 115 6.3 3.8 ee 
4,7 3.0 5.0 Boll 4.0 0.9 
8.6 Wal 18.6 6.3 8.4 1.8 
8.9 15 320 5.4 7.9 Dee 
Oats eet 9.5 9.3 11.9 DP 
64 —-l6— 8.0 Tilsen 66 a a 
6.4 IL-3} 14.3 7.07 10.2 2.8 
6.8 3.8 9.5 4.1 9.6 5.0 
9.3 3.4 11.9 15 6 —1.6~ 
9.5 Bye 6.5 3.8 yp) 1.6 
6 29 11.6 2 ie = 
14.07 9.87 5D 2.0 6.4 4.4 
95- 7.27 4.6 3.0 9.2 ‘S.8 
Cr TA7 3.0 1.9 8.4 ~6.3 
ie 
6.0 2.6 11.0 By) Spall Oak 
5.8 foal 7.0 Dell 4.7 is) 


b For Denmark: 1951-1955 and 1953-1955; for Netherlands , 
Norway and Sweden: 1950-1955 and 1953-1956. 


¢ Output per man. 


4 Average daily earnings. 
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nological change in each of them, and hence upon the 
rate of investment in new plant and equipment.’* In 
addition, however, output per man-hour will grow even 
without technical advances whenever rising demand 
makes it possible to increase the degree of utilization of 
capacity. The extent of the differences in rates of in- 
crease in output per man-hour between the most rapidly 
expanding industries and the average for all manufac- 
turing is shown in table 8. In all countries, the 25 per 
cent (or upper quartile) of industries recording the 
greatest increases in output also experienced somewhat 
larger increases in output per man-hour than the aver- 
age, both over the whole period from 1950 to 1956 and 
in the course of the expansion from 1954 to 1956. The 
countries range from Canada, where the average rate of 
growth in productivity was less than a third of that in 
the expanding industries, to the Federal Republic of 
Germany, where it was only about 15 per cent less.** 
For the most part, where there were large differences in 
rates of expansion of output among industries, there 
were also large differences in productivity growth. 


Since the inter-industry dispersion in rates of growth 
in output per man-hour is in most countries much 
greater than that in earnings, it is to differences in 


productivity growth that one must look in the first in- 


stance for an explanation of inter-industry differences 
in the behaviour of unit wage costs. As may be seen in 
table 8, wage costs have tended to increase least in the 
rapidly expanding industries—which in most countries 
include metals and engineering and mineral processing 
—because productivity increases have been greatest 


there, and most in the relatively stagnant industries— 


such as textilés and food processing—where produc- 
tivity increases have been smallest. 


In the absence of a coherent national wage policy 
endorsed by all participants, workers in the most rap- 
idly developing industries are likely to try to secure for 
themselves as much of the benefits of productivity 
growth in these industries as they can, and employers 
are likely to be prepared to grant such benefits. Any 
tendency for workers in such industries to gain in- 


creases in hourly earnings in excess of the average 
productivity advance for the economy as a whole would 
imply an inflation of wage costs, because earnings in all 
other industries would follow the lead set by the dy- 
namic industries. Thus, even though unit wage costs 
declined in the most rapidly expanding industries, the 
average for all industries taken together might still rise 


*" In theory new investment may merely add to capacity with- 
out adding to productivity, but in practice new installations 
usually incorporate at least some improvement over old ones, 
Rates of new investment tend-to~be-highest-where rapidly in- 
creasing output-and-increasing- pressure upon existing Tesources 
provide the necessary incentive. ; ; 

** In the Federal Republic of Germany productivity increased 
rapidly from 1950 to 1956 even where output grew most slowly— 
although this is perhaps attributable to the extremely low level 
of utilization of capacity in all industries in 1950; the relation- 
ship for the latter part of the period is not out of line with the 
experience of other countries. 
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because of the smaller productivity gains in the less 
rapidly expanding industries. 


Furthermore, even in the expanding industries in- 
creases in earnings have frequently exceeded increases 
in productivity, so that unit wage costs have risen. There 
has been a tendency for increases in unit wage costs in 
the expanding industries to be larger during periods 
when demand has slackened. An examination of the 
relationship between the two time-periods shown in 
table 8 provides evidence of this; for all of the coun- 
tries shown, except the Netherlands and the United 
Kingdom, average annual increases in wage cast were 


greater in the period in which the average annual in- 


crease in output was smaller.”° The rate of incréase in 
hourly earnings appears to have been less sensitive to 
changes in can rak tuba tea rie aie eee in output 
per man-hour. Except in the United Kingdom, the rate 
of increase in output per man-hour was greater in each 
country in the period in which the rate of increase in 
output was greater. Hourly earnings, on the other hand, 
did not generally increase faster when output increased 
faster; only in the Netherlands did this happen, and 
here the time pattern of wage increases reflects pri- 
marily the timing of the removal of wage controls. 
Thus, contrary to what has often been assumed, wage 
costs have tended during the period under review to 
increase less the greater the increase in output, and 
vice versa. 


This result cannot, of course, be interpreted as imply- 
ing that for any given country or industry at any given 
time wage cost will increase less when demand rises by, 
say, 50 per cent than it will when demand increases by 
only 10 per cent, unless there is sufficient idle capacity 
to permit output also to rise by 50 per cent. If pressures 
develop in the labour market, the rate of increase in 
earnings will eventually be affected, even if not very 
sensitively. Once increases in demand have taken up the 
slack in the labour and product markets, further ad- 
vances in productivity will be limited by the pace of 
technical progress and the rate of additions to capacity. 
Under these conditions, hourly earnings and unit wage 
costs may rise significantly in response to further in- 
creases in demand. Thus, a rise in demand may lead to 
a reduction in unit wage costs when an industry, or the 
economy as a whole, is operating below capacity,-and 
to an increase when all spare resources have been ab- 
sorbed. Nevertheless, the relationship indicated abové 
does serve to focus attention upon the prime importance 
of labour productivity in the determination of wage 
costs, and upon the fact that reductions in demand may 
slow down the rate of increase in hourly earnings much 
less than they depress the rate of progress in output per 
man-hour. 


29 | ° ° . 
An examination of year-to-year changes in output and wage 
costs in individual manufacturing industries confirms the ex- 


istence of such an inverse relationship over the whole period 
under review. 
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The behaviour of product prices, both in particular 
idustries and for the manufacturing sector as a whole, 
ollows from the behaviour of wage costs, materials 
osts, and gross margins. Table 9 shows how changes in 
1e constituents of product prices have been related for 
arious industry groups. The table relates to the period 
950-1956 as a whole, but for most industries the pic- 
ure is the same for shorter periods. 


‘able 9. Relative Changes in Wage Cost, Mate- 
rials Cost and Gross Margins in Manu- 
facturing Industries, 1950—1956* 


Number of 
Industry industries Wage Materials’ Margin 

covered cost cost 
eather and leather products 9 + = = 
sobacco products.......... 5 + ~ = 
A EOCESSING . coe... a. 8 + = _ 
sextiles and clothing....... 14 + = 
aper and wood products.... 18 = = a 
‘hemicals and rubber...... 10 = - = 
‘tone, clay and glass....... 7 ad = = 
Tetals and engineering..... 22 = + _ 
‘etroleum and coal products 3 ae = “i 
, 0 rn 4 ete ey = 


Source: United Nations Bureau of Economic Affairs. 

* A plus sign indicates that in a majority of the industries 
ithin the group, there was a rise in the — of the specified 
omponent in the value of producta-minus-stgn—imbteates a 
crease in the component share, and an equal sign, no change. 
he iable is based upon frequency distributions of the behaviour 
f one hundred individual industries in eight countries. The 
asic data were derived from industrial censuses of the countries 
soncerned, for some of which the relevant period is 1950-1955 


ndustries. Materials cost in these industries, however, 
‘ose more than the average, and more than wage cost, 
nartly because of inelasticities of supply, and partly 
»ecause of increasing costs of production in materials- 
»roducing industries as output advanced. The increase 
n product prices in these industries fell between the 
merease in wage cost and the increase in materials cost; 
vhere the increase in materials cost was greatest, mar- 
xins decreased somewhat, but the change in the share of 
xross margins was smaller than that in either wage cost 
or materials cost. In the industries where demand grew 
east rapidly, such as food processing and textiles, on 
he other hand, wage cost rose more than the average 
secause of the slower growth of productivity. Where 
hese‘ industries use agricultural materials, costs of 
materials generally fell after the Korean boom, owing 
0 slackening demand. The change in product price lay 
.gain between that in wage cost and materials cost. The 
jehaviour of margins varied from industry to industry 
in this group; on balance, the share of margins fell dur- 
ng the Korean boom and rose thereafter, so that there 
was little change over the period as a whole. Finally, in 


the industries using non-agricultural materials that 
were not in short supply, such as chemicals, the change 
in materials cost itself primarily reflected wage cost, 
and all three constituents of price moved together. 


There appears, in fact, to be something akin to a 
compensatory relationship between wage costs an 
materials costs. When output grows rapidly, wage costs 
are likely to be held”down by corréspondingly rapid 
advances in productivity; on the other hand, there is a 
greater danger that raw material bottlenecks will be 
encountered and hence that materials cost will rise. If, 
alternatively, output grows more slowly, supplies of 
raw materials are likely to be adequate, but wage cost 
increases may well be greater because of the depressing 
effect of slow growth on productivity. 


Dynamics of price inflation 


It emerges from the foregoing discussion that prices in 
the manufacturing sector have generally moved about 
in proportion to direct costs during the period under 
review. Several factors have tended to raise direct costs 
at various times during the period. The cost of materials 
in inelastic supply has risen in response to higher de- 
mand. During the Korean commodity price boom it was 
the industries using agricultural materials that were 
most affected by higher costs of materials, but during 
the recent boom agricultural materials were in adequate 
supply, while materials for the engineering industries 
rose most in price. 


Wage costs increased substantially in certain coun- 
tries, but not in all, at the beginning and end of the 
period studied. They were stable in most countries dur- 
ing the middle years. The combined effect of the 
changes in hourly earnings and in productivity dis- 
cussed above upon differential wage cost changes 
among the industrial countries is reflected in the aver- 
ages for all manufacturing shown in table 8. 


Considering the period from 1950 to 1956 as a whole, 
increases in wage-cost-were smallest in countries where 
rapidly rising demand was combined with substantial 
excess capacity at the start—as in the Federal Republic 
of Germany, Italy, and in the latter part of the period, 
Belgium; in these countries it was possible for output to 
grow rapidly, and with it productivity. Indeed, wage 
cost in manufacturing in Italy appears to have fallen, 
and in Belgium it remained unchanged, over the period 
from 1950 to 1956. Where, however, there was little 
spare capacity, so that the scope for output and produc- 
tivity increases was to a greater extent limited by the 
pace of technical progress, as in Sweden and the United 
Kingdom, productivity did not keep pace with earn- 
ings, on the average; even if productivity moved in line 
with earnings in the dynamic industries, it was likely, 
because of the cohesiveness of the wage structure, to fall 
behind in other industries where growth was slower. In 
countries where substantial unemployment was asso- 
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ciated with slow growth of output, or where tight labour 
markets were associated with rapidly expanding output, 
the increase in wage cost falls in the middle of the 
ranking. 


It must be borne in mind that while, within each 
country, increases in earnings in individual industries 
tend to be bunched closely about the mean rate of in- 
crease for all industries, there are substantial differ- 
ences between countries in the mean rate of increase of 
earnings. Consequently, differences among countries in 
the behaviour of earnings appear to exert a somewhat 
greater influence upon differential wage cost behaviour 
than is evident within each country. Changes in hourly 
earnings were affected to some extent by the pressure of 
demand upon supply in the labour and product mar- 
kets; it sufficed, however, if such pressures developed in 
one or two sectors of the economy, since the rigidity of 
the inter-industry wage structure served to ensure that 
the whole system of wages would move in line with the 
tempo set by the wage leaders. There were also many 
instances in which wages responded to autonomous 
changes in the cost of living. This was particularly 


important in 1951, when money wages rose to offset the 
effect of rising prices of materials on the cost of living, 
while real wages generally were little changed. But 
similar developments were observable during the recent 
boom in certain countries as a result of the abandon- 
ment of controls persisting from war-time, or of govern- 
ment policy regarding indirect taxes and subsidies. 


The process of price determination observed in the 
manufacturing sector applies equally, with appropriate 
modifications, in other parts of the economy, although 
it is more difficult to document this empirically. In gen- 
eral, the cohesiveness of wage structures found within 
the manufacturing sector extends beyond that sector to 
other areas of the economy. Thus, there is usually a 
fairly eR ela eae 
in manufacturing and in non-manufacturing industries. 
On the other hand, the scope for productivity incréases 
has probably been smaller in other sectors of the econ- 
omy than in manufacturing, and hence the upward 
pressure of wage costs during periods of rising demand 
may have been greater. This has been especially evident 
in some of the service industries and in construction. 


Table 10. Components of Price Change, by Country, 1953-1956 


(1953 = 100) 
pas 1 / Private consumption Fized capital formation : 

Total Food Clothing Durables Rent Other Total Producer Construc- Pele retell 

i Ly durables tion tion product 
Delpuim nce tnec caste cane 103 102 97 96 115 104 103 103 104 110 106 
(Canadair wren each esi ctior 103 101 99 95 114 103 109 108 108 153 106 
Denmarkeprcr eee ee ta 112 116 110 lll WS iia 106 105 108 113 112 
Federal Republic of Germany. 104 = cee bate wes iy 107 102 Liz 112 106 
ran cememeee rt is eee 107 108 101 100 130 108 105 101 109 R Lis 107 
Dial VarAeees etoycic hernche ckclcueiot 108 Na 101 93 149 105 104 103 106 115 108 
Netherlandsienrrieianrits 106 109 95 101 126 106 110 103 118 120 110 
INGE Wa Vibe tek hee terns hicue ate 107 110 100 104 120 108 108 106 ime 119 114 
Sweden. deee nines erences « 109 113 100 100 114 110 107 107 108 Ae | 109 
United Kinedomi yawns mnice 110 116 106 106 ial 108 110 109 110 115 LUE 
Wintted’ States ene 103 99 101 101~ 106 106 107 109- 105 110 105 


—_—— eer __,\K ee 


Source: United Nations Bureau of Economic Affairs; based on Organisation for European Economic Co-operation, General Statistical 


Bulletin, No. 1, 1958 (Paris). 


Relative changes in the prices of finished output have 
generally followed a pattern consistent with the pre- 
ceding analysis.°° It may be seen from table 10 that 


among the smallest increases in final prices from 1953 
to 1956 were those recorded in consumer and producer 
durables, where rapidly increasing productivity offset 
the effect both of rising hourly earnings and of increas: 


ing materials costs resulting either from inelastic sup- 


*° In interpreting the changes shown in table 10, it must be 
borne in mind that hitherto what has been considered is averace 
price developments at all stages of manufacturing—including the 
stages producing intermediate goods—rather than prices of fin- 
ished goods and services. The latter, since they reflect only the 
very last stage of the productive process, embody a relatively 
larger labour content and gross margin, and a relatively smaller 
input of primary materials. ae 


plies or from the pressure of wages in_materials-pro- 
ducing industries. Price increases were also moderate in 


clothing whe 7 st i 
hing where, although wage cost increases were 
greater, materials cost rose less than in the durable 


goous industries or not at all. Available evidence sug- 


gests that prices of other non-durable consumer goods 
dependent upon agricultural raw materials also rose 


less than the average. 


In construction and the service_industries, on_the 
other hand, yrice increases were in general relatively 
greater chan for imanu?aornres euch the above. Pro- 
ductivity advances in construction seem to have been less 


than in manufacturing while earnings rose at least as 
much, so that wage costs increased relatively more; at 
? 
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he same time the costs of construction materials rose 
onsiderably owing to expansion of demand. The 
other private consumption” category shown in table 
Q includes some consumer non-durables as well as 
ervices, but the increase in price was nevertheless 
omewhat greater in most countries than in the manu- 
actured goods components; where it is possible to 
solate services, the data show significantly larger in- 
‘reases in prices, as was to be expected.*? 


Government policy contributed to the considerable 
advances in rents, and, in some countries, in food prices. 
As was pointed out above, rents went up in most coun- 
tries as the remaining war-time controls were gradually 
removed; and food prices increased markedly in some 
countries owing partly to government measures affect- 
ing farm prices and partly to higher costs of food 
processing—where output and productivity rose less 
than in other sectors of manufacturing. 


International Aspects of Inflation®™ 


International transactions provide a safety valve for 
he economy of each country, whereby any rise in in- 
ernal inflationary pressures tends to be mitigated 
hrough a rise in imports relative to exports, while 
leclines in internal demand are offset, at least in part, 
vy higher net exports. This process provides the essen- 
jal mechanism whereby inflationary or deflationary 
yressures are communicated from one country to 
nother. 


In theory, any level of demand, however great, could 
.e satished without danger of haces provided a sufhi- 
iently large volume of goods and services could be 
mported. In practice, however, conditions of inelastic 
upply or limitations ons on the “ability of a country to 
imance an import balance beyond a certain point im- 
»ose_a limit on the extent to which the external sector 
an serve as an outlet for rising-demand_pressures. In 
he course of the foregoing discussion the question 
whether particular countries had been suffering from 
‘xcess aggregate demand was analysed after taking the 
ole of the external sector as an equilibrating factor 
ully into account. It is important to note, however, that 
1 country—or group of countries—may experience a 
deterioration in the balance of payments when its 
demand increases, even without any excess pressure of 
otal demand against productive capacity developing, 
imply because demand in some other country or group 
of countries is not rising as rapidly. 


What is important in the present discussion, there- 
‘ore, is to examine the course of internal demand in 
-ach country, rather than the course of total demand, 
ncluding the export sector, as was done previously. The 
nternal pressure of demand is reflected in the third line 
‘or each of the countries listed in table 3 under the 
i1eading “Internal demand for saving”, while the export 
valance provides an indication of the extent to which 
he export sector modified changes in internal demand 
ilone. 


An examination of table 3 demonstrates the existence 


*1The rise in the implicit “price” of public consumption 
hown in table 10 simply indicates the average increase in wage 
ates of government employees, in accordance with convention. 

32 Wor a fuller discussion of this subject, see United Nations, 
Vorld Economic Survey, 1956 (sales number: 1957.II.C.1), 
‘hapter 2. 


of a compensatory relationship between domestic de- 
mand presstfres and the balance of payments on current 
account. In all the countries Tisted there seems, in gen- 
eral, to have been a strong tendency throughout the 
post-war period for telative increases in the combined 


pressure on resources a arising from. domestic investment. 


and the budget deficit to be accompanied by declines in 


the export balance, and conversely for an easing of 


domestic pressures to be associated with greater buoy- 
ancy in the foreign trade sector of the economy. 


Fluctuations in internal demand and the export bal- 
ance are most sensitively related, , taking both magni- 
tude and direction of change together, in the Nether- 
lands, Norway, Sweden and the United Kingdom; on 
the other hand, in such countries as Belgium, the Fed- 
eral Republic of Germany, France and the United 


States, the relationship is a less sensitive one. The oe 


ee that their ae of su ly 
has been on the whole tht saat Sap 
second group 0 countries, W ere the margin of unused 
or feats utilized resources has usually been much 
greater. Increases in total demand have therefore fre- 
quently confronted the first group with the need for a 
choice between the various claims upon their resources 
and for relatively sharp adjustments in one or another 
of the components of demand so as to avoid undue pres- 
sures. For the second group, on the other hand, the 
choice has usually been less clear-cut because of the 
possibility of drawing upon their reserves of labour and 
capacity, and thereby of meeting the higher demands of 
one sector of the economy without necessarily encroach- 
ing upon the supplies going to any other sector. 


Nevertheless, even in the countries in the second 
group, there is evidence of interaction “between domestic 
demand pressures and the export balance, largely, no 
doubt, because short-term elasticities of supply may be 
significantly lower than long-term elasticities even 
where abundant resources are available; and temporary 
bottlenecks in specific items or types of skilled workers 
may arise despite the absence of general pressure on 


labour or capacity. The relationship between internal 
rhe Aaa! 
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demand and external balance is weakest of all in the 
United States. This is only to be expected in view of the 
critical role of the United States Government’s_eco- 
nomic aid and overseas military expenditure policies 


and 6f the exchange and trade control policies of other 


countries in-determining the year-to-year changes in the 
balance of goods and services. 


The effects of demand pressures may also be propa- 
gated internationally to the extent that they generate 
increases in prices. Reference has already been made 
to the profound effect of the Korean commodity price 
boom in promoting cost-price spirals in the industrial 
countries as a result of rapidly soaring raw material 
import prices. Similar developments in the recent boom 
were confined to the metal-using industries. By the same 
token industrial countries which have substantially 


ESS ee, 


raised their export prices have contributed to cost infla- 
tion in their trading partners. As can be seen in table 11, 
increases in the export prices of some of the industrial 
countries were quite considerable during the recent 


boom. 


Changes in prices may also affect the external balance 
of a country, and hence the relationship between total 
demand and total supply. For example, a rise in the 
prices of a given country at a time when world prices 
were stable would tend to reduce the volume of world 
demand for that country’s exports and to increase the 
volume of that country’s demand for imports. The effect 
on the current value of the external balance would de- 
pend on the relevant elasticities. If the proportional 
decline in the volume of world demand for the country’s 
exports turned out to be less than the proportional rise 


Table 11. Indices of Export and Import Prices of Industrial Countries 


(1953 = 100) 
Country and item 1950 1951 1952 1954 1955 1956 1957 
Belgium 
HEpOricme ens teeta ner amcte 89 120 119 94 97 103 106 
AU POLtS Neer caneeds atta a cee We 87 109 106 96 96 pe “102 
Canada 
EXPOLIS Nits: Pa Nn ee eh ee 92 104, 103 7 99 103 103 
LitpOxES ose ecia> ete Siesta yaad: 101 UNS 101 100 101 103 107 
Denmark 
DOL Iau. dey erate choad ewe ae 89 99 105 99 100 104. 102 
BINOOLS Beer ie rao yas ce ere a 89 11s} 111 7 98 102 103 
Federal Republic of Germany 
PX DON bs eee er Ci A ir ehaeds Tice > 78 98 103 98 98 101 103 
UAmOWis ere sere tu he NO oc ale 98 1O8' 113 98 100 102 103 
France 
IR POUI SG tests 2c erat we oe wakes 83 97 103 94 95 99 106 
Lp OrtS eae earns ot aon eee 87 114 112 99 98 102 lli— 
Italy 
BpOrtS saws Gachte mak eee 94, ale. 105 99 98 104 
2 10 
EpOrten see Suawe aeen ee 87 114 110 98 100 105 tf 
Japan 
SPOTS arena ake star ae 82 122 108 96 9] 
22. 96 C 94 97 
Li) Yoh Re Ree ae a Roa rE 90 124 114 96 94 97 103 
Netherlands 
Hixporta: abe won lec uk ateateeti abers 9) 109 109 98 100 2 
Enpocte teens it ee 89 112 ine 98 99 102 108. 
Norway 
DUES cian ce a ae 83 a 115 115 99 7 7 
Nees t : ( 107 115 — 
Liearigeuys tects actin a eee 85 102 105 98 100 102 00 
Sweden 
| Doe 1a) ge aon ee Te 117 LS 
oe eae q 1 : 98 2 
NORM ee thn -eunchs ante xvcine ee 82 104 109 99 RS He Ye: 
United Kingdom 7 ; 
LEDC Ionian ovis ses 84 99 104 
SONS He ). 99 101 5 
PEMD Or sre Mera cata pete 84. (ie 110 99 102 ioe ie 
United States 
LIX HOLS ty era eR cant ada ame 88 101 101 
I Darah te ee et en Re 5 a a 103 107 
TNDOLUSER RRS Met rat Bec tea ae 88 (alt 105 103 102 105 105 


Source: Statistical Office of the United Nations, Monthly Bulletin of Statistics. 
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1 export prices, the value of exports would increase— 
ossibly enough to offset or more than offset the increase 
1 the value of imports. In this case the balance of trade 
1ight remain unchanged or even improve as a result of 
1e relative rise in prices. On the other hand, if the 
esponsiveness of volume changes were proportionately 
reater than the price changes giving rise to them, the 
alance of trade would deteriorate. While a substantial 
iterature has developed since the war devoted to at- 
smpts to measure the responsiveness of volume changes 
9 price changes in world trade, the statistical obstacles 
ave proved very great, and views continue to differ 
ridely regarding elasticities in international trade. This 
snot an area, therefore, in which dogmatic conclusions 
ie possible. 


The spectrum of export price increases in industrial 
ountries since 1950 has been relatively wide — the 
naximum spread between the extremes being of the 
rder of 30 per cent, as shown in table 11. This has not 
revented the countries recording the largest price in- 
reases from going quite far in the liberalization of 
neir external transactions. Available export data are 
onsistent with the proposition that those countries 
‘hose export prices have risen least have been able to 
chieve the largest increases in the volume as well as 
a the value of exports. But this result is highly uncer- 
ain and subject to many qualifications, owing to sta- 
stical shortcomings in the data; and such information 
s is available on absolute prices suggests that some of 
ne divergencies in price movements between countries 
ince 1950 may have tended to produce a greater equali- 
ation of absolute prices rather than the opposite.** 


The interrelationships between countries have not 
‘een so strong or intimate in the post-war period as to 
aake it altogether impossible for individual industrial 
ountries to pursue economic policies involving some- 
vhat different degrees of utilization of resources from 
nose considered appropriate by their neighbours. It is 
nly necessary to compare the very low average ratios 
f£ unemployment prevailing in certain of the countries 


in northwestern Europe in recent years with those en- 
countered in other countries to obtain an indication of 
this fact (see table 7). Nevertheless, the limits to such 
freedom of action cannot be altogether avoided, and it 
is no accident that the former countries are among 
those which have experienced the most frequent recur- 
rence of balance of payments difficulties. Moreover, the 
more these countries have sought to eliminate their 
trade barriers, in harmony with other countries, the 
more they have, in effect, reduced their defences against 
inflationary or deflationary pressures emanating from 
abroad. 


Liberalization of international transactions conse- 
quently depends upon the assumption that all countries 
will move approximately in line as regards the level 
and rate of change of business activity. Otherwise there 
cannot fail to be persistent disequilibrium between 
countries. It cannot be taken for granted that any and 
every balance of payments deficit is prima facie evi- 
dence of inflation in the country concerned. It is just as 
likely to be evidence of deflationary pressures in other 
countries. The greatest international disequilibrium 
that had ever occurred prior to the Second World War 
was that which took place during the depression of the 
nineteen thirties, when no country was in a state of 
inflation but when balance of payments difficulties were 
caused by differing degrees of deflation. 


The disequilibrium in intra-European payments dur- 
ing the recent boom was undoubtedly due in part to the 
internal pressures which developed in such countries 
as France, the Netherlands and the United Kingdom. 
But the opposite side of the coin was the course of 
internal demand in the surplus countries, especially 
the Federal Republic of Germany. As may be seen 
from table 3, the pressure of domestic demand for sav- 
ings in the Federal Republic in 1955-1956 was rela- 
tively lower than in 1950, when recovery had barely 
begun and real output was 40 per cent less; this devel- 
opment was due primarily to a very large relative 
increase in the budget surplus. 


Government Anti-Inflationary Policies 


Post-wWAR SHIFTS IN EMPHASIS 


The emphasis of policies pursued by governments to 
‘urb inflation has undergone radical change in the 


*2 For example, the following table shows the dollar value in 
he United States of the investment goods that could be bought 
na the following countries (which are exporters of these goods) , 
f one United States dollar were changed into these countries 
urrencies at the official exchange rate: 


In terms of United States In terms of European 


Jelgium quantity weights quantity weights 
1050 cee o/c aOR eee 1.18 (oak 
TESS iy aie se ee IEPAL 1.29 


SG) Es (ear rece diario nd (ainie 9s 1.22 1.61 
1.14 1.43 


course of the post-war period. In the early post-war 
years many governments relied principally on efforts to 


tax away excess spending power, and some of them 


France 
LUN (Myer weep een 1.08 1.27 
MI cement bare nee ag hiiceit 0.87 0.98 
Italy 
LOO ea tits. Gees ce wo 1.05 1.36 
NOSE Sh ftir oealais MiitaS 1.07 1.45 
United Kingdom 
OSA ee tacases chs opus thane 1.26 1.41 
Asya Bitar ten fe ape ae ae 1.15 Ll 


Source: Organisation for European Economic Co-operation, 
Comparative National Products and Price Levels, by Milton Gilbert 
and associates (Paris, 1958). 
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extended war-time controls so as to hold inflation in 


Fiscal and monetary policies are not alternatives in 
the sense that they operate upon the level of demand 
in the same way. Fiscal policy influences the demand 
for all goods and services by regulating the spending 
power of individuals and companies through the 
mutual adjustment of public revenue and expenditure. 
Monetary policy, on the other hand, seeks to influence 
the level of business investment in fixed capital or 
inventories by changing the cost of borrowing or vary- 
ing the total volume of credit available. While fiscal 
policy may directly affect the total volume of consump- 
tion, the direct impact of monetary policy on the de- 
mand for consumer goods is limited to those areas in 
which consumer credit is important—principally hous- 
ing** and consumer durables. For the rest, monetary 


policy aims to influence consumption only indirectly, 
that is, through its effect upon the incomes generated 


by business investment expenditures, or possibly upon 
the willingness to save at a given level of income. 


The emphasis placed on direct and fiscal controls in 
most countries immediately after the war does not, of 
course, imply that monetary policy was altogether inac- 


under conditions in which such spending was being 
sustained by abundant liquid assets available from 
war-time accumulation. The “cheap money” policies of 
the time reflected the view that, in the interests of as 
rapid an economic recovery as possible, investment for 
reconstruction and reconversion should be facilitated 
by low borrowing costs. There was also a desire to limit 
the burden on the national exchequer of servicing the 
public debt. It should be noted that in countries where 
a significant proportion of the public debt was in for- 
eign hands, particularly the United Kingdom, the main- 
tenance of low interest rates was seen as a means of 
holding down at least one of the sources of pressure on 
the balance of payments. 


Of greatest importance, perhaps, were considera- 
tions based upon the very nature of fiscal and credit 
policies as indicated above. While the urgent needs of 
reconstruction implied that investment should receive 
priority over consumption, it seemed that credit policy 
was not well adapted to secure the desired allocation 
of résources between these two purposes. In fact, in 
view of the heavy pressure of pent-up demand for con- 
sumer goods, there was an obvious danger that restric- 
tive credit policy, if it succeeded at all, could do so 
only by~depressing investment, thereby giving con- 


aa : ae : ; 
While housing is usually classified as investment, the de 
mand for housing stems mainly from consumers. 


sumption priority over investment rather than the re- 
verse. 


For all these reasons the cornerstone of government 
anti-inflationary policy in North America and several 
countries of western Europe in the early post-war years 
was the setting of taxation at a level higher than was 
necessary to finance current outlays of the government. 
In some countries additional direct measures were taken 
to control investment and consumption. At the same 
time structural disequilibrium in international trade 
and payments, combined with inflationary pressures 
which were unevenly distributed among countries, 
prompted many governments, especially those in which 
the pressure of domestic demand was greatest, to main- 
tain tight controls upon their external transactions. 


The outbreak of hostilities in Korea found govern- 
ments at various stages in the process of decontrol. 
In North America and some of the western European 
countries, most of the domestic war-time controls had 
been abandoned; and while countries in western Europe 
still maintained restrictions on their trade and payments 
for balance of payments reasons, these restrictions had 
in general been substantially eased. In north-western 
Europe, however, there were several countries in which 
controls even on domestic transactions had not yet dis- 
appeared and in one or two cases partial rationing was 
still in force. 


The first response of governments to the inflationary 
forces released by the events in-korea—wes-generally 
in line with their earlier post-war policies. Thus, steps 
were taken to limit consumption through higher taxa- 
tion. Increases in taxes on business, as well as alloca- 
tion by governments of certain industrial raw materials, 
helped to hold down private investment in sectors out- 
side the scope of defence activities. In addition to such 
measures, the United States Government reintroduced 
general price and wage controls early in 1951. 


These policies were reinforced by limitation of bank 
advances to industry, reduction of consumer credit 
facilities and increases in interest rates. Indeed, for 


tudes. This may be seen in the gradually increasing 
independence shown by central banks, and by the bank- 
ing system generally, of national governments—even 
where central banks were nationalized—and in the much 
greater role assigned to banking policy in the manage- 
ment of the economy. At first these changes were 
scarcely perceptible and it might be difficult, in many 
cases, to point to concrete evidence of the shift. One 
development is, however, beyond dispute—namely that 
even when inflationary pressures subsided in 1952 and 


1953, ‘interest rates remained higher than they would 
have been under the previous constellation of policies. 


At the same time, governments did not hesitate to 
en OF 
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reduce taxes whenever they felt that the general situa- 
tion and the state of the national finances warranted 
such. action. Once the Korean conflict came to an end, 
government expenditures tended to level off or de- 
cline, and pressure for the lowering of tax burdens 
mounted. Thus it came about that the balance of eco- 
nomic policy since 1951 has, in most countries, been 


struck at a higher level of interest rates—and a more 


severe degree of credit restriction—combined with a 


lower level of tax rates than would have prevailed 
under corresponding conditions béfore 1951. ere? 


By the time the recent boom was gathering momen- 
tum, the revival of monetary policy was complete and 
the banking system, headed by the various central 
banks, was playing a prominent role; there was no 
longer any doubt that the centre of gravity of economic 
policy had shifted appreciably. In several instances the 
nature of the shift was dramatized when central banks 
adopted policies which went even further in the direc- 
tion of monetary restraint than their national treasuries 
desired.*® Nevertheless in general the policy of mone- 
tary stringency was widely adopted in harmony with the 
policies of governments, which looked upon credit re- 
striction as providing them with a generally acceptable 
alternative to higher tax burdens. In fact, in a few cases, 
taxes were even reduced at the same time as credit 
policy was being tightened. 


Where taxes were increased, it was usually indirect 
taxes, or in some instances corporate taxes; in no case 
were personal tax rates raised. It is debatable whether 
the deflationary effect on demand of higher indirect 
taxes or of lower subsidies compensated fully for the 
tendency to accelerate the wage-price spiral, bearing in 
mind particularly the earlier finding that total demand 


°° The raising of the discount rate by the Federal Reserve 
System in the United States early in 1956 and by the Sveriges 
Riksbank in Sweden in 1957 was known to be in conflict with 
Treasury views in the two countries; and in October 1957 the 
National Bank of Belgium prevailed upon the Government to 
bring its overdraft with the Bank gradually down to the agreed 
level, which had been exceeded. 


was not generally excessive in the recent period and that 
the source of the trouble was rather to be found on the 
side of costs. 


The raising of interest_rates_since 1950 and_the 
tightening of credit during the recent boom have not 
caused any decline in fixed investment relative to con- 
sumption; an examination of table 12 suggests that, 
if anything, the tendency has been the reverse of this 
throughout the period since 1950.°* This may be due in 
part to the rise in the share of national product allocated 
to defence, since the capital outlays required to support 
a given level of expenditure on military hardware are 
probably larger than those needed, on the average, for 
a corresponding value of output of civilian goods and 
services. However, in many countries investment rose 


1954, and this was the period of strongest government 
measures affecting investment. The manner in which 
these measures operated will be explored further below. 


ROLE OF MONETARY POLICY 


Measures employed 


In the course of three years, from 1955 to 1957, all 


the industrial countries, with the single exception of 


Italy, increased their discount rates, as shown in chart 2. 
Altogether over forty such increases were effected, 
which brought interest rates in a number of countries 
to new highs unsurpassed in decades. In addition, in the 
few countries where the money market was well devel- 
oped, sale of government securities in the open market 
helped to compress bank reserves and reduce market 
liquidity. 

The monetary authorities did not, however, limit 
themselves to the orthodox weapons of contro]. An in- 


°° Data on fixed investment in table 12 exclude residential 
construction, which, as indicated below, appears to have been 
significantly affected by special restrictions affecting housing, 
and to some extent also by general credit policy. However, the 
trends shown in table 12 are not much affected by inclusion of 
residential construction in fixed investment. 


Table 12. Ratio of Consumption to Investment,* by Country 


Country 1950 1951 1952 1953 1954 1955 1956 
1378 rsd ae en ea pe 4.4 4.7 5.0 4.6 4.5 4.2 4.1 
Goxsaee a os ee Aes COON ee + ee al 3.0 2.9 Ball 3.0 2.8 
Wrenniarc or eesica a re aa te soe 5.0 4.9 4.7 4.6 4.6 4.8 4.7 
Federal Republic of Germany. 2.8 3.0 pall 3.0 2.9 2.6 =e 2. 4 
Ee a ey: Oe 4.4 4.7 yl 5.4 Bye yp 5.1— 
er core Le Sane 5.0 4.8 4.7 4.8 4.6 4.5 a 4.4 
INetirerlaticdsatelt see fo oes 2 ina 3.8 3.8 a a8 Be oe = Bt 
ee ee AG as 46 42 40 4243 
Hed, WiTIPOOI eo eters pce tes 6.8 6.9 , : : ; He 
ete at Oe ne. 55s te spate 5.4 5.6 5.6 Bull stl 5.4 


NY 


Source: Statistical Office of the United Nations. 

In constant prices. Investment comprises total 
fixed investment less residential construction, 
except where indicated. 


b Ratio of consumption to total fixed investment. 


° Data for 1950 to 1954 in 1952 prices; for 1955 
and 1956 in 1954 prices. 
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Chart 2. Changes in Interest Rates, 1929-1957 
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ventory of the multifarious measures adopted in recent 
years would, indeed, appear quite alien to the central 
banks of pre-war days. Even the instrument of variable 
cash reserve or cash ratio requirements, long familiar 
in the United States, was a post-war development in a 
number of other industrial countries. Unlike the United 
States, however, most of these countries also provided 
for varying liquidity ratios, which take into account 
bank holdings of near substitutes for cash, notably 
short-term government securities.*? Furthermore, the 
traditional discount rate mechanism was frequently re- 
inforced by unofficially discouraging rediscounting, by 
applying penalty rates of interest to excess borrowing, 
or even by imposing absolute ceilings on rediscounting 


by individual banks. 


A more potent measure — representing a clear de- 
parture from orthodox procedures — was the outright 
limitation of bank loans, as introduced at certain times 
in the Scandinavian countries and the United Kingdom. 
In such cases the volume of bank credit became quite 
independent of the bank’s own ability or willingness to 
lend; reserve ratios had, therefore, little significance 
during the periods concerned. 

Finally, various selective controls were also used in 
a number of countries, notably on mortgage financing 
and consumer credit for passenger cars or durable 
household equipment.** In the United Kingdom the 
Capital Issues Committee scrutinized large bank loans 
in 1957 in addition to discharging its usual function of 
regulating access to the capital market. 


In view of the variety and complexity of the measures 
employed, it could not be expected that their impact 
on economic activity would be uniform in the various 
countries. Broadly speaking, however, the effect of the 
measures may be traced through their influenee-on-the— 
cost and availability of credit and on business expec- 
tations. 


Impact of higher interest rates 


While the cost of credit did not always move in unison 
with the discount rate, available evidence points to a 
fairly close relation between short-term rates and the 
official rate during the recent boom. The sizable spread 
between the Treasury bill rate and the discount rate in 
earlier years in Canada, the Netherlands, the United 
Kingdom and the United States has been narrowed con- 
siderably during the recent period of hard money, 
owing to the pressures brought to bear upon the money 
market by open market operations and other means. 
Only in extreme cases, such as the raising of the bank 


37 The establishment _of liquidity reserve requirements was 
prompted largely by sizable bank holdings of short-term govern- 
ment securities as a result of war-time government deficits. These 
securities constituted a powerful potential source of credit 
expansion. In some countries, 7eT, diquidity require- 
menté also facilitated cheap financing of further government 
deficits by bank credit. 

28Tn several countries increases in indirect taxes on these 
items were introduced to supplement the effect of the selective 
credit restrictions. 
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rate to 7 per cent in the United Kingdom in September 
1957, did the market rate lag considerably behind the 
ofhicial rate. The short-term loan rates, moreover, which 
had tended to be sluggish during previous phases of 
low interest rates, have in more recent years moved in 
harmony with the discount rates. In the Federal 
Republic of Germany and the United Kingdom, move- 
ments in the loan rates usually followed closely those 
in the discount rates, so that the spread between these 
rates was kept within narrow limits. Although in the 
United States the rise in commercial bank rates on 
short-term business loans appeared to lag behind money 
market rates, effective rates were actually much higher. 
The raising of standards of credit-worthiness, the im- 
position of minimum deposits, discounts or extra 
charges and recourse to higher-cost sources of credit 
outside the regular channels all tended to raise the 
actual cost of credit to the borrower both in the United 
States and elsewhere much more than is suggested by 
the published rates. 


Long-term rates did not move as steeply as the short- 
term rates, reflecting the expectation_that—short-term 
rates were bound to be reduced in due course. In fact, 
in a number of countries, such as Canada, the United 
Kingdom and the United States, the normal rate struc- 
ture became inverted so that the long-term ratés failed~ 
to reach the level attained by the short-term rates.~ 


Chart 3 illustrates the general upward movement of in- 
terest rates of different maturities as well as the signi- 
ficant changes which took place in the rate structure. 


The effectiveness of a rise in the cost_of credit in 


restraining demand naturally depends on the sensitivity 
of the various components of demand to interest 


charges. Inventory building was relatively moderate 


during the recent boom, owing mainly to the absence of 
any general expectation of rising commodity prices. 
This in turn reflected not only the absence of the type of 
circumstances which encouraged speculation in com- 
modities in 1950-1951, but also the fact that the rate of 
growth of total output, and especially of industrial out- 
put, was much smaller during the North American re- 
covery from the 1954 recession than from the 1949 
recession. It seems hardly likely that changes in interest 
rates can have been of more than-secondary importancé 
in this connexion.*® 


Nor does it seem that interest rates exerted any con- 
siderable influence on fixed investment. In so far as a 


#9 There is, moreover, no evidence that traders were more 
sensitive to interest rates in fixing the size of their inventories 
than manufacturers. In any case wholesalers account for only 
14 per cent of non-farm inventories in the United States; their 
share in the United Kingdom is also small. Nor do limitations 
on the supply of credit seem to have acted as the main restrain- 
ing influence on inventories in 1954-1957. It will be noted that 
rates of inventory accumulation were modest in practically all 
countries, although the degree of credit restriction varied greatly 
from country to country. Moreover, an examination of the data 
country by country does not suggest that inventory accumulation 
responded at all sensitively in the course of the boom to changes 
in the cost or availability of credit, except possibly in Japan. 
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Chart 3. Canada and United States: Changes in the 
Structure of Interest Rates on Government Obliga- 
tions of Varying Maturities 
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Source: Bureau of Economic Affairs; based on national sources. 


high proportion of total fixed investment was deter- 
mined by governments and public corporations on the 
basis of general public policy, the area of possible influ- 
ence by interest rate considerations was to that extent 
limited. Even with respect to private fixed investment, 


as business optimism increased;-companies—were pre- 
pared to raise the level of investment outlays corre- 
sponding to any given rate of interest. What happened, 
therefore, was that a moderate rise in long-term interest 
rates was accompanied by an advance in fixed in- 
vestment. Fixed investment might, of course, have been 
larger if the rate of interest had not been raised. 
It should be noted, however, that interest charges con- 
stitute a relatively small proportion of the total cost of 
investment, owing particularly to the preponderant im- 
portance which business attaches to future uncertainties, 
so that most investment outlays are expected to yield 
their economic return in a relatively short time. More- 
over, the high rates of corporate income taxes prevalent 
in industrial countries mean that only part of the in- 


crease in interest cost is borne by enterprise. 


Whatever deterrent effect high interest rates might 
have had is likely to have been more than offset by 
expectations of higher prices‘? or by fears of supply 
difficulties. Even privately owned utility companies did 
not demonstrate much sensitivity to interest rate 
changes, despite the fact that the interest element in 
their total costs is relatively high. In Canada and the 
United States it was the public utilities which raised 
their fixed investment most rapidly during the recent 
period of monetary restraint.*t The long lead time 
required for investment decisions in such industries 
renders revisions of investment plans in response to 
temporary changes in interest rates highly imprac- 
ticable. Moreover, public utility regulations implying 
cost-plus pricing meent that there would be no difficulty 
in recovering any additional costs due to higher interest 
rates. 


There was a marked decline in residential struc- 
tion in ~retation “to tgtals oved dneseseme ati aot 
countries during the recent hoom, as shown in table 13. 
There is little doubt that active government policies in 
this field, taken as a whole, contributed materially to 
this decline. Even here, however, the role played by the 
interest rate was overshadowed by other considerations. 
In the United States, it was the limitation on the maxi- 
mum rate of interest of government-insured mortgages 
and not the high Tevel of the mortgage interest rate 
that appeared to be the main obstacle to mortgage 


** In answer to a question that was asked of manufacturers in 
the 1956 annual survey of business investment, approximately 
one-third thought prices of capital outlays would be higher than 
they were at the beginning of 1956 and almost no one expected 
lower prices. See United States Department of Commerce 
Survey of Current Business (Washington, D. C.), January 1957. 

*““Investment by public utilities also expanded faster than 
total fixed investment in certain other countries, but here it was 


often influenced by government programmes largely sheltered 
from cost considerations. 
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Table 13. Ratio of Residential Construction to Gross Domestic Fixed 
Capital Formation® 


(Percentage) 

Country 1950 1951 1952 1953 1954 1955 1956 
Bebe cto. 25.5 22. 21.1 93.7 25.4 
Crider eo. 22.6 18. 16.6 19.5 21.7 a 3 We 
Denmark... .. Sc hie eee 16.7 16. 15.7 16.6 17.5 15.8 15.2 
Federal Republic of Germany... ... a5 24.1 27.2 27.6 25.4 24.9-— 
eee 15.9 19, 22.9 24.1 25.0 25.4 244 — 
Ue oe ee 164 169 200 20.7 236 26.0 264° 
“CUES ag yeaa eee eee 2 6.2 Be 8.0 8.8 88 = 8.3 
Netherlands.................. 17.3 16.6 17.0 17.5 16.1 14.1 15.9 
Ire ak eek os bce cas 18.3 19.9 21.5 20.5 18.7 18.3 46.0 
SET ice OR ae 24.7 23.4 22.4 23.2 24.3 24.6 ASOD ees 
United Kingdom.............. 19.7 20.3 23.8 27.1 26.2 22.8 21.3 
Winited states. oa eo... cc Pye 22.9 22.9 Doo 24.4 26.5 OM) Iss 


Source: Organisation for European Economic 
Co-operation, General Statistical Bulletin (Paris); 
reply of the Government of Japan to the United 


inancing.*? In most other countries, where the direct 
sole of public authorities in the financing of housing is 
mportant, the mortgage rate was often pegged, but the 
-olume of housing construction was directly influenced 
y the supply of credit made available for this sector, 
he amount of subsidies granted, the number of building 
vermits issued, and the construction activities of the 
-uthorities themselves.** 


Interest rates on consumer credit did not change very 
auch, on the whole. Effective rates were usually at a 
onsiderably higher level than other loan rates so that 
sonsumer credit remained relatively attractive to 
enders during periods of tight money, without any 
substantial rise in charges.** 


Availability of credit 


Aside from influencing the cost of credit, monetary 
»olicy seeks to impose restraints on economic activity 
hrough the availability of credit. It is true that the rise 
n the cost of credit often serves to indicate market 
yressure on existing availability of credit. Moreover, 


“2 This is indicated by the precipitate relative decline in gov- 
“mment underwritten mortgages as compared with conventional 
nortgages. 

43 Tn the United Kingdom, where public housing was reduced 
ontinuously from 1953 to 1957, the growth of private house- 
yuilding appears to have been slowed by a shortage of mortgage 
unds. This, however, was due to the unwillingness of building 
ocieties to raise deposit rates to attract savings; mortgage rates 
vere in fact kept at a relatively low level. 

“4 Changes in interest rates have affected international as well 
s domestic transactions, especially through their influence upon 
novements of short-term capital in search of high yields and 
nore generally, upon the state of confidence in particular cur- 
encies. In most cases it is difficult to separate the effect of 
nterest rate differentials from those of other factors. Thus, the 
aising of the bank rate to 7 per cent in the United Kingdom in 
september 1957, which was followed by a cessation of specula- 
ive capital outflow, was only one of a whole series of measures, 
shich included declarations by the Governments of the Federal 
tepublic of Germany and of the United Kingdom of their inten- 
ion to maintain current exchange parities. 


Nations questionnaire of 1957 on national accounts. 


® Based on data in current market prices. 


where pressure has been exerted on the availability of 
bank credit through sales of government securities in 
the open market, the yields of the securities have been 
affected. The restraining influence of open market opera- 
tions has thus stemmed not only from the direct reduc- 
tion of bank reserves but also from the decreased liquid- 
ity of the banks resulting from the depreciated asset 
values of their holdings of government securities. 
Available evidence does not, however, lend support to 
the view that an increase in yields of government obli-~ 
gations tended to make bank lending to the private 
sector less attractive on account of the rigidity of loan 
rates of interest or the reluctance of banks to realize a 
capital loss on government securities. Private lending 
turned out to be sufficiently profitable to justify heavy 
liquidation of government securities in such countries 
as Canada, the United Kingdom and the United States.** 


Where limitations on the availability of credit were 
introduced by means other than open market opera- 
tions, the distinction from interest rate influences was 
more apparent. A clear illustration is the case of 
Norway, where the Central Bank saw no need to raise 
the discount rate in view of the imposition of an abso- 
lute restriction on bank credit. Some of the selective 
controls affecting consumer or mortgage credit provide 
additional examples of the independent role of the 
availability of credit, as distinct from its cost. 


An indication of the tightness of credit may be 
obtained by examining changes in the cash or liquid 
reserves of the banks. Chart 4 shows that a sustained 
decline in liquidity took place in the Netherlands, Nor- 


way, Sweden and the United States. Where minimum 


*5Tn the United Kingdom, however, the attractiveness of 
yields of Treasury bills in relation to those of bank deposits, 
and the consequent shifts of assets by alert depositors, did 
create significant pressure on the liquidity of banks and their 
ability to lend early in 1955. Later the imposition of absolute 
limits on bank credit resulted in excess bank liquidity. 
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Chart 4. Changes in Bank Liquidity 
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Source: Bureau of Economic affairs; based on national sources. Bank liquidity refers to the ratio of liquid assets to deposits 


Owing to differences in definition, no inter-country comparison should be made,of the absolute ratios. 
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Table 14. Changes in Bank Advances, by Country 


(Percentage change from previous year; end-of-year figures) 


Country 1950 1951 1952 1953 1954 1955 1956 1957 
(SCLC he” een 13 21 9 —3 11 Ny a 
ee ee 20 8 ll 17 na 19 ri i 
LYS OMe ee ee ee ee 9 8 5 8 i 2 6 6 
Federal Republic of Germany...... 42 18 17 12 15 16 BY 4 
OS ii eer nal 20 6 18 iS Liv 15 8 16 
LEP io. eg gagpe een aly 18 26 Dil tS) 16 16 128 
STO od OR So 46 53 40 26 9 10 £7 "24, 
LEO Et a its 19 2 24 24 21 14 —]j 
Be NE arent Bao 0's sian as 21 19 8 4 8 3 —] 6 
Sweden. ERO ee ee Oe 14 10 —3 il 12 —5 1 2 
United Kingdom................. 8 17 —9 —2 11 —2 3 =— ot 
Miniter peatos ke Ie or) ee 21 ill ll 5 5 16 9 4 


oo cS a a eee ie ee 3 OE Aa ey Pie oe 


Source: Organisation for European Economic Co-operation, General Statistical Bulletin, and national sources. 


* Third quarter. 


juidity ratios were imposed or suggested by the au- 
orities, bank liquidity either failed to decline, as in 
‘Igium, or recovered after an initial drop, as in 


unada and the United Kingdom. 


‘On the other hand, where bank liquidity declined, 
is reflected in part the strong willingness of banks to 
ad, partly induced by prevailing high returns on 
ans. It should also be noted that, to the extent that 
nks were committed by existing unused lines of credit 

overdraft facilities, possibilities for curtailing the 
lume of lending were correspondingly limited. Con- 
quently, the pressure on bank reserves or liquidity 
d not, or perhaps was not intended to, result in_an 
amediate decline in bank credit, although a slowing 
»wn in the rate of increase over time was inevitable. 
able-14shows that in a majority of countries substan- 
ul bank advances were extended even after the initial- 
easures-of restriction were introduced, but that the 
te of increase in advances invariably declined. The 
ntinued credit expansion was made possible either 
‘cause banks had previously been very liquid, or 
-eause large shifts in the portfolio in favour of loans 
sre made, or because of recourse to the facilities of the 
ntral bank. All these had their practical limits. which 
sre reinforced by such measures as the imposition of 
quidity requirements or of discount ceilings; and in 
‘untries adopting outright limitations on bank credit, 
e expansion of loans was quickly arrested or even 
versed. 


The extent to which a restraint on bank credit affects 
onomic activity evidently depends on the relative im- 
yrtance of such credit in business finance. There is 
me evidence that other financial intermediaries have 
en growing more rapidly than the commercial banks, 
1d that self-financing has become more prevalent. 


nis would imply that policies impinging mainly on 


e commercial banking system, without direct influence 
. the capital market, insurance companies and internal 


mpany finance, have correspondingly lost some of 
eir_effectiveness. 


Available data indicate that the ratio of bank loans 
to total business sources of finance has declined recently 
in the Federal Republic of Germany, the Scandinavian 
countries, the United Kingdom and the United States.*° 
In several countries there was an increase in the relative 
importance of the capital market. Thus sharp advances 
in the equity market apparently aided equity financing 
in the Federal Republic of Germany. In the United 
States, bond financing remained predominant, the new 
issues being largely absorbed by insurance companies, 
which provided more funds for the corporate sector in 


1956 than did banks.*? 


Internal company resources in the form of undis, 
tributed profits and depreciation charges together with 
external funds from the capital market were not in 
general sufficient to finance the expansion; it was nec- 
essary for corporations to dip into their own liquid 
funds, especially government bonds. This was possible 
because the liquidity of the corporations was relatively 
high at the start of the expansion, though it was greatly 
reduced as the expansion proceeded. In the United 
States, corporate liquidity declined by the middle of 
1957 to the towest level in the post-war period, reaching 
a level about comparablé with thar of the pre-war years. 
A similar tendency appears to have prevailed also in 
the United Kingdom and in years of major expansion 
in Belgium, Japan and the Netherlands. Significant as 
these declines were, it is doubtful whether, even by the 


46Tn the Federal Republic of Germany the contribution of 
banks to the finance of enterprises declined in 1956 to less than 
one-third of the total, and in the United States to only 10 per 
cent (see Deutsche Bundesbank, Monthly Report (Frankfurt), 
November 1957 and Board of Governors, Federal Reserve Sys- 
tem, Federal Reserve Bulletin (Washington, D. C.), October 
1957). Japan is probably the only country where bank lending 
supplied as much as half of total business finance during the 
recent expansion. 

47 Board of Governors, Federal Reserve System, Federal 
Reserve Bulletin, October 1957. The reliance on bond financing 
in the United States, despite a relative decline in yields of 
equities beginning in 1955, reflected the asymmetry of treat- 
ment with respect to corporate taxation between interest cost 
and equity yields. 
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end of the boom, the state of corporation liquidity was 
thé principal obstacle to further expansion. At the end 
of 1956, corporate liquid assets in the United States 
were still almost twice as high as outstanding corporate 
indebtedness to the banks, and in the United Kingdom 
four times as high. Moreover, pressure on liquidity had 
not reached the point at which corporations were de- 
terred from increasing the rate of disbursement_of 
dividends. a 

Bee Use of selective credit controls 

Various types of selective control over the cost and 
availability of credit have already been mentioned. 
Their purpose was either to prevent restrictions from 
affecting those economic sectors considered especially 
important, such as the export industries or national 
defence, or to pinpoint those sectors, such as consumer 
durables or residential building, in which demand was 
thought to be postponable and which were therefore 
called upon to play a compensating or anti-cyclical role. 
There seems to be little doubt that such selective mea- 
sures, when pursued vigorously, have brought about 
quicker and more sharply focused results than general 
credit restraints, though to some extent—as long as there 
was fluidity in the credit system—the privileged indus- 
tries could always redistribute part of their benefits to 
the non-privileged industries. 

The extraordinary growth of consumer credit in the 
post-war years has opened up a new avenue for selective 
credit control, especially since the sizable year-to-year 
fluctuations in credit have apparently exerted a desta- 
bilizing influence on the economy. Restrictions on con- 
sumer credit, either through the limitation of credit 
available to finance companies or through the terms of 
consumer loans, were introduced in most western Euro- 
pean countries and Canada during the recent boom. 
These restrictions, coupled with increases in indirect 
taxes in some cases, achieved prompt results, especially 
in the field of consumer durables. The sharpest impact 
was registered in the United Kingdom in 1956, when 
restrictions on hire-purchase credit together with higher 
purchase taxes led to a drop in sales of consumer 
durables. — 


Even in this area, however, important limitations 
have become more and more evident. Bank control over 
the resources of sales finance companies was obviously 
limited by the access of these companies to the capital 
market, as in the case of Canada; where such access was 
also controlled, finance companies could still obtain 
public deposits and other liquid assets by offering at- 
tractive yields or by exchanging assets with highly 
liquid companies, as in the case of the United Kingdom. 
There was also some question whether restraint on con- 
sumer purchases even of durables would release the 
right kind of resources. Apparently the drop in demand 
for passenger cars in the United Kingdom in 1956 was 
not followed by a shift of resources to the investment 
goods industries, and subsequently the restrictions on 
consumer credit were relaxed. It is also noteworthy that 


the demand for consumer durables slackened consider- 
ably in the United States, as elsewhere, in 1956-1957, 
even though selective controls on consumer credit were 
not reimposed in that country. The United States deci- 
sion not to interfere with consumer credit probably 
reflected the fact just mentioned. 


These considerations point to a significant difference 
between the effect of general credit controls and of 
selective credit controls; while the full impact of the 
former tends to be considerably delayed, that of the 
latter is much more immediate, but likely to weaken as 
time goes on, owing to the many ways of circumventing 
the controls. So Iong as selective controls are used only 
for short-term anti-cyclical purposes, they are likely to 
achieve significant results. If they were used over a 
lengthy period, however, the control measures would 
have to become more and more comprehensive and 
complicated if all loopholes were to be eliminated. 
This raises the further question as to whether in the 
longer run such controls might not also be a serious 
deterrent to growth of the durable consumer_goods 
industries, where very favourable opportunities exist 
for achieving high productivity and for propagating 
technological development to the rest of the economy. 

Perhaps the most widespread form of selective credit 
control employed was in the field of residential 
building. Controls on the availability or on the terms 
of residential finance were supplemented in some cases 
by reductions in government subsidies to housing, as 
well as by tight limitation of building permits—border- 
ing on direct physical controls. These measures were the 
primary cause of the relative decline in residential con- 
struction noted earlier. 


The over-all effects of credit policy 


The over-all effect of monetary policy on economic 
activity can best be summarized by comparing changes 
in the money supply and in the current value of gross 
national product during recent years. It may be seen 
from table 15 that in practically all countries which 
introduced tight money policies, the gross national 
product increased relatively more than the supply of 
money. In other words, the effect of restrictions in 
money supply on economic activity was offset, at least 
in part, by economies in the use of money—which may 
be viewed either as a reduction in liquidity (the ratio 
of money supply to the gross national product) or as an 
increase in the velocity of circulation of money. 
Moreover, despite an almost continuous decline in 
liquidity during the post-war period in a-majerity of 
countries, a limit to_the decline “was~apparently not 
reached even during the recent period of hard money.4§ 


“‘ Inasmuch as close substitutes for money were not subject to 
the same control by the monetary authorities as money itself, 
they were not included in the calculation of liquidity. If they 
had been, the decline in liquidity would be somewhat less steep 
owing to the faster rate of growth of substitutes for money in 
the post-war period, but the conclusions reached in the text 
would be unaltered. ; 
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Table 15. Changes in Gross National Product and Money Supply,* by Country 


(Percentage change from previous year) 


#3 Country and item 1950 1951 1952 
Belgium 
Gross national product...... 2.8 14.6 4.7 
Money supply... ..cs 6.5.5 1.9 3.8 6.9 
Canada 
Gross national product... ... 8.9 17.9 Li? 
Money supply. <<... ..6.. << 9.1 2.9 3.6 
Denmark 
Gross national product...... 15.0 8.0 5.6 
Maxey supply... <6 ...0s.s. 0.9 —1.) 5.9 
Federal Republic of Germany 
Gross national product...... 23.0 12.2 
Money, supply. ............ 15.2 15.0 
France 
Gross national product...... 14.1 23.3 19.2 
Money supply............. 19,5 18.5 15.2 
Ital 
ross national product...... 10.6 16.1 6.0 
Maney supply <<... 5... oa fox 18.3 
Japan 
Gross national product...... ou Ay 15.2 
Beomey Supply... 0. 2s. « 16.5 31.0 22.4 
Netherlands 
Gross national product...... 10.9 ea 5.9 
Money supply............- —1.2 —3.4 10.3 
Norway 
Gross national product...... 10.8 20.1 10.9 
Money supply............. oe ve 2.0 
Sweden 
Gross national product...... 6.9 23.0 8 
Money supply. 2°. ....-..-- 5.1 12.3 11.5 
United Kingdom 
Gross national product...... 5.7 10.5 8.4 
Money supply :..<2.+....-- 0. 2.8 —#.0 
United States 
Gross national product...... 10.8 15.3 5.4 
Money supply. .-......-.-. 2.8 9.0 oul 


53 
1953 1954 1955 1956 1957 
0.5 3.4 a0) 6.3 
2.9 2.0 4.0 4.1 
4.6 == 9.5 10.6 3.6 
4.3 1.2 9.3 1.9 V5) 
ic) 4.7 Be 6.1 5.6 
4.9 2.0 el 3.0 3.3 
ok all 14.1 9.6 7. 
10:9 12.7 10.8 9.0 11.4 
2.8 6.2 8.9 8.3 Se! 
11.4 10.8 13.7 13.0 8.1 
9.4 6.8 9.5 (Ce 6.9 
11.3 4.5 10.3 8.9 6.6 
16.3 7.4 7.6 12.9 9.4 
18.6 4.3 U2 20.7 11.4 
5.8 09 9.8 6.8 1.3 
1.0 sil 7.4 LT 2.5? 
0.3 7.0 6.8 9.8 8.4 
3.8 4.9 (i 0.9 2.1 
2.2 5.4 8.1 ek 6.0 
5.4 3.8 ial Diego) 4.9 
6.8 6.1 6.5 7.8 5.6 
2k 4.0 ie —0.4 0.7 
5.1 —Os0 8.4 5.8 4.8 
2.4 1.3 3.8 Ligh 0.4 


Source. United Nations Bureau of Economic Affaires. 


* Gross national product at current prices. Money supply represents the annual average of monthly data, except for Denmark, 


where it represents the quarterly average. 
> Nine months. 


In a number of countries, notably Canada, the Scan- 
dinavian countries, the United Kingdom and the United 
States, the decline in liquidity in recent years has been 
closely associated with a rise in interest rates, as shown 
in chart 5.*° The implication of this for monetary policy 
is that rising interest rates, accompanying restraints 
upon the supply of money, also induce a more economi- 
cal use of money. Consequently, whatever effect a hard 
money policy may have on aggregate demand is at least 
partly offset by the tendency of the economyto.make_do 
with a lower level of liquidity. 


4° The interest rate is represented by the yield on long-term 
government bonds, because such data are available for most 
countries. The observations in the text hold true for those 
countries where Treasury bill rates can be substituted for long- 
term bond yields, although the shape of the curves is affected by 
pegged Treasury bill rates in several countries during the early 
post-war years, and by the lesser advance in long-term rates 
than in short-term rates during the recent boom. 


From the foregoing discussion it can be seen that the 
economic system was sufficiently flexible during the 
period reviewed to permit expansion to continue, at 
least for a considerable time, despite various substantial 
monetary constraints. It is hardly necessary to go on to 
consider the question whether restrictive credit policies 
could by themselves ultimately slow down a boom that 
was not tending to lose momentum for inherent reasons. 
There seems little doubt that such restrictive measures, 
if applied stringently enough and over sufhciently long 
a period, could arrest an upsurge in business activity in 
due course, if only because of their depressing effect on 
business expectations. Where banking liquidity re- 
mained high, cash or liquid reserve requirements could 
be increased. Where credit expansion could not be cur- 
tailed by conventional methods, absolute limits could 


be imposed. And if credit policy were frustrated by the 
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Chart 5. Relationship between Interest Rate? and Liquidity,” 
Selected Countries 


(Double logarithmic scale) 
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activities of financial institutions outside the banking 
system, they too could be brought under control, and 
pressures could be intensified by use of selective 
measures. The actual combination of policies adopted 
would depend on the degree of effectiveness desired and 
on the alternatives preferred in a given social setting. 


The real question, however, is whether monetary pol- 
icy provides a sensitive instrument of control in the 
short run. In so far as the monetary authorities rely 
simply on the orthodox weapons hallowed by tradition, 
the consequential restraints upon business activity may 
be so slight as to be barely perceptible, unless these 
weapons are pushed very far. On the other hand, to the 
extent that the authorities move away from conventional 
and general monetary weapons, monetary policy begins 
to lose much of its appeal from the standpoint of sim- 
plicity and of the absence of any need for continuous 
direct government intervention or discrimination.*° 


Furthermore, inasmuch as monetary policy may be 
expected to exert its influence on price stability largely 
through the medium of whatever restraints it effectively 
imposes on aggregate demand, its appropriateness in 
dealing with a cost-price spiral must be open to serious 
question. For if, as has been seen, such a cost-price 
spiral takes place not only in periods of rapid economic 
expansion but also in periods of more moderate rates 
of growth, the question arises as to whether a tight 
money policy is to be accepted as a more or less perma- 
nent feature of the economic landscape. Similarly, reli- 
ance on monetary policy to achieve balance of payments 
goals, especially where it is desired to accumulate 
foreign exchange reserves over a period of years, would 
likewise increase the chances of prolonged restraint on 
credit. In this way, the flexibility regarded as charac- 
teristic of monetary policy might be lost, and the 
dangers of a long-term downward shift in productive 
investment accentuated. 


The foregoing discussion has dealt with the influence 
of monetary policies upon business activity exerted 
through their direct effect upon the cost and availability 


5° Bank authorities themselves have stressed the limitations of 
monetary policy. In a speech before the Bond Club of New York, 
16 October 1957, the president of the Federal Reserve Bank of 
New York, Mr. A. Hayes, voiced concern that “perhaps ye ee 
of the responsibili ing i i aced on 
of the responsi) Mr. C. N. Shepardson, a member of the Board 
of Governors of the Federal Reserve System, pointed out that 
“Tf there is not enough demand for cotton and too much demand 
for steel, there is little that monetary policy can do about it 
directly”. In a speech before the Dutch Association for Political 
Economy, November 1957, Dr. M. W. Holtrop, President of the 
Netherlands Bank, expressed the view that, while the central 
bank had means at its disposal to put a brake on inflationary 
developments and in the end to curb thementirely, the bank 


hardly had such means available as would enable it to com- 
pensate inflationary impulses cropping up in one place by con- 
trary activities in another--Lord Rowallan, Governor of the 
National” Bank” of Scotland, remarked at the annual general 
meeting in December 1957 that “Credit squeezes and manipu- 
lation of bank rate, necessary though these may be, will never 
of themselves solve our problems: taken in isolation, they 


savour of an attempt to make the tail wag the dog.” 


of credit. It has not attempted to evaluate explicitly the 
impact of such policies upon business expectations. The 
importance of this aspect of the policies would probably 
depend upon the general economic situation, the char- 
acter of the measures adopted and the manner in which 
the measures were presented to the public. In the nature 
of the case there is no method of measuring, with any 
degree of precision, the subtle changes in business con- 
fidence which may take place over an extended period of 
time. By the same token, however, the more the authori- 
ties rely on the psychological factor, the less certain are 
they likely to be as to the precise consequences to be 
expected of any given action. Above all, the difficulty of 
correct timing comes very much to the fore. Shifts in ex- 
pectations may begin to emerge in the form of observ- 
able changes in activity—particularly in fixed invest- 
ment requiring substantial advance planning — only 
when the point is long past at which a recasting of 
monetary policies would have been desirable. Under 
such conditions, the withdrawal of restraints may take 
place much too late to avoid a downturn in economic 
activity of much greater dimensions than had been an- 
ticipated or intended, and possibly greater than could 
be overcome by the reversal of monetary policies alone. 


THE CHARACTER OF RECENT FISCAL POLICY 


Available evidence points to some reluctance on the 
part of governments to use fiscal policy to curb demand 
during the recent period of price inflation. On the 
whole, government restraints on demand through the 
budget seem to have been relatively mild. 


Government current and capital expenditure on 
goods and services were both generally stable or declin- 
ing as a proportion of gross national product from 
1953 to 1955, the main exception being Japan, as shown 
in table 16. However, the trend in government current 
expenditure was due more to the end of the Korean 
conflict and the consequent tendency for defence ex- 
penditures to level off or decline than to any deliberate 
attempt at disinflation. There was less uniformity in 
the trend of government transfer, interest and subsidy 
payments, though in most cases these were also tending 
to decline as a proportion of national output.** 


Thus in most countries total government expenditure 
either declined or changed very little from 1953 to 1955 
as a proportion of gross national product. Only in 
Belgium and Canada in 1954 and Sweden in 1955 was 
there an increase in total government expenditure equi- 
valent to more than one per cent of national output. The 
number of countries in which government expenditures 


'1 Notable exceptions were provided by the rise in transfer 
payments in Canada and the United States during the 1954 
recession owing to increased unemployment compensation. 
In Belgium increased rates of pay to the unemployed accounted 
for a sharp rise in transfers in 1954, and in Sweden transfers, 
interest and subsidies all increased in relation to output from 
1953 to 1956, though subsidies to housing were reduced early 
in 1957. 
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Table 16. Government Appropriation of National Income 
(In percentage of gross national product) 


Country and item 


1950 


1951 1952 1953 


Belgium 
otal tax Tecelpts ca. eect: weeks arte gine 
Government property income.............-- 
Less transfer, subsidy and interest payments... 
Net appropriation of income............-- 
Less government consumption............. 
Balances OM CULEEHT ACEOUNE:. 2524220 e a: 


Canada 

VT otalttax recelpts: yp gt-or cis wearer riae mes eae 
Government property income............... 
Less transfer, subsidy and interest payments. . . 
Net appropriation of income.............. 
Less government consumption............. 
Baleues OUECULTEMt ac COUN raat reer 
Less government investment*........... 
Total balance 

Federal Republic of Germany 
Wotaletax neCCIDIs eit. eam asinine oie 8 cd oe 
Government property income............... 
Less transfer, subsidy and interest payments. . . 
Net appropriation of income.............. 
Less government consumption............- 
le Gn Current acCOUNT. ..-lae ae s « 


France 
otal, taxcreceipisterst e+ on Reba seo Sede 
Government property income............... 
Less transfer, subsidy and interest payments. .. 
Net appropriation of income.............. 
Less government consumption............. 
pao OM, CHURN AOCOUM ca ccoconsne 


Japan 

Lotalstaxereceipis apa e ieee a nein oe 
Government property income... 2-5-4, e+ 
Less transfer, subsidy and interest payments. . . 
Net appropriation of income.............. 
Less en COMSIIMPTONe ss ei aa we 
Balance on current account............. 

Less government investment®..... 


Total balance 

Netherlands 
otal tax mecelpismm re rrais mre ah. a4 age 
Government property income............... 
Less transfer, subsidy and interest payments. . . 
Net appropriation of income.............. 
Less government consumption............. 
Balance on current account............. 


Norway 
Toval tax recelpige co aatie er ae as. 
Government PLOPETLY MCOMEs Wat drinircy sald 
Less transfer, subsidy and interest payments... 
Net appropriation of income.............. 
Less ons CONSUMPTION em onan yin & 
Balance on current account 


Sweden 
otal. taxereceipisny, «ameter viii we. 
Government property income............... 
Less transfer, subsidy and interest payments. . . 
Net appropriation of income.............. 
Less eae aa consumption 
Balance on current account 
Less government investment*............ 
Total balance 
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Table 16. Government Appropriation of National Income (continued) 
(In percentage of gross national product) 
Country and item 1950 1951 1952 1953 1954 1955 1956 
United Kingdom 
OTE CS S050 a a 32.6 2 
Government property MEOME Wane UR he A eee ry “06 Oe “08 st 
Less transfer, subsidy and interest payments... —13.4 —12.6 S154 —12.0 =i =e ae 
Net appropriation of income.............. 19.2 19.3 19.2 18.3 17.8 18.3 18.0 
ess Sa deena GCOnSUMpPtON 6.05.65 66 6 —159 aah Hi = 19. —18.8 —18.0 E72 iA 
Balance on current account............. Osa 2.1 0.1 ae =011 1 0.6 
Less government investment*............ == (3,9 Sao = 3.0 55 =20 216 =o 
Total bal 2. _ = —4, —2, 

ao al balance 3 sa 3.4 4.0 Ask =(0:5 9 

Pe MR RINSE IDES TS he eed wkend vp aoa 24.2 25.9 26.1 2 
Less transfer, subsidy and interest payments... —6.6 —4.9 —4.6 18 oe 35 Be 
Net appropriation of income............... 17.6 21.0 21.5 21.5 19.6 20.5 20.6 
Less government consumption............. 12.5 —16.9 —20.2 —20.4 =i8.8 =175 ites 
Balance on current account............. 5.3 4.0 es 1 0.8 2.9 3.1 
Less government investment*............ 7.0) Sl a = 1h =18 232 is 
Total balance 3.3 2.0 =0:8 —1.0 a 0.7 0.8 


Source: Statistical Office of the United Nations and Bureau of 
Economic Affairs. 

* For Canada, France and Norway, government investment 
includes all net capital formation in government enterprises and 
sal government together with capital grants to finance 

omestic capital formation in the private sectors. For Japan, the 
Netherlands and the United Kingdom, government investment 
includes only net capital formation (of general government, 
government enterprises and public corporations in Japan, of 
general government in the Netherlands, and of general govern- 


rose in 1956 was larger than in the two preceding years 
but even so the changes continued to be small in relation 
to total output except in France. 


Most governments took advantage of the relative sta- 
bility of government expenditures to ease taxes. Under 
conditions in which government expenditures are stable 
as a proportion of total output while money incomes are 
growing, there is a persistent tendency for the budget 
surplus to rise. This is because, under progressive tax 
systems, personal taxes advance more than in propor- 
tion to personal money incomes.** Owing to reductions 
in tax rates or increases in exemptions, in all countries 
listed in table 16 except Sweden, the ratio of tax_re- 


ceipts to gross national product was stable or declined 
from 1953 to T9557 


a 


5? Hypothetical estimates have been prepared for three coun- 
tries to show the effect upon the income tax yield of a given 
increase in personal incomes. The estimates were based upon the 
distribution of personal taxes, and of incomes by size, prevailing 
in Canada in 1951, in Norway in 1955/56 and in the United 
Kingdom in 1955. In all three cases it was found that a hypo-_ 
thetical increase of 5 per cent in personal incomes at all levels 
would, under the conditions prevailing in those countries in the 
years indicated, have” @enerated an increase of approximately 
10 per-cent in personal income tax yields. _ 

53 Tm Sweden both direct and indirect taxes had been some- 
what reduced in 1953/54, but not sufficiently to lower the ratio 
of yields to incomes even in 1954. By the end of 1954 fiscal policy 
had once again become restrictive; no further reductions in 
direct taxés were made, and indirect taxes were raised in the 
course of 1955. The rise in tax receipts from 1954 to 1955 in 
the United States was due to the recovery from the recession, 
tax rates having been reduced during 1954. 


ment and government enterprises in the United Kingdom). For 
Sweden, government investment includes gross capital focuaden 
by general government, government property income being gross 
of depreciation. For the United States, government property 
income represents a deduction from transfer, subsidy id interest 
payments, and is gross of depreciation and net interest paid; 
government investment, consisting solely of construction, is 
gross of depreciation. All investment by general government and 
government enterprises other than construction is, in the case 
of the United States, included with government consumption. 


In 1956, on the other hand, most countries report an 
increase in the ratio of tax receipts to national output, 
and this probably continued in 1957.°* In some coun- 
tries, this reflected a change in tax policy which began 
as early as 1954 in a few cases, becoming more wide- 
spread in 1955 and 1956. In a number of countries 
indirect tax rates were increased and depreciation 
allowances were reduced, while Norway and Sweden 
introduced taxes on investment. Several countries also 
raised profits taxes. 


The unwillingness of governments to use an ag- 
gressive tax policy to curtail demand is strikingly illus- 
trated by the fact that, in general, only those govern- 


States, none of which encountered serious balance of 


°4 The relative decline in the yield of taxes in the United 
Kingdom in 1956 was due at least in part to the tax reductions 
provided in the budget of April 1955. Subsequently, in October 
1955, rates of indirect and profits taxes were raised, and the 
latter were further increased in April 1956. Thus while profits 
taxes paid declined in relation to output from 1955 to 1956, 
profits taxes accrued increased considerably. In Norway the 
slight relative decline in tax yield was due to the fact that 
private consumption and investment rose less than in proportion 
to output in 1956, the main stimulus to the economy coming from 
exports; consequently indirect tax revenue rose less than in 
proportion to output. In Japan the yield of direct taxes in 1956 
continued to be affected by the raising of exemptions and 
reductions in rates introduced in the previous year, while the 
slower rise in consumption than in total production caused, as in 
Norway, a relative decline in revenue from indirect taxes. 
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payments pressure up to the end of 1957, no increases 
in taxes were imposed.®* In the Federal Republic of 
Germany, in fact, personal taxes were reduced in the 
budget for 1956/57. However, no reductions in tax 
rates occurred in Canada and the United States in 1956 
or 1957 and where automatic tax reductions had been 
scheduled, these were postponed. Only in Belgium were 
taxes increased in 1955 simply on account of the do- 
mestic situation and without any pressures on the bal- 
ance of payments at that time. 


Where, however, countries were beset by actual _or 
potential balance of payments difliculties, as for ex- 
amplé in Denmark, Norway and Sweden in 1954, the 
United Kingdom in 1955°° and Belgium, France and 
the Netherlands in 1957, governments did feel _com- 
pelled to employ fiscal as well as monetary_restraints. 
In previous years many of these countries had fre- 
quently fallen back upon import and exchange controls 
when confronted with severe pressures on their foreign 
exchange positions. While France continued to employ 
direct controls on external transactions, the other coun- 
tries mentioned had progressively relaxed their controls 
—and abolished the corresponding administrative ma- 
chinery —to the point at which they could no longer 
provide a significant barrier to losses of foreign ex- 
change. At the same time they wished to maintain their 
exchange rates at existing levels—a point on which par- 
ticularly strong emphasis was placed by the United 
Kingdom Government, because of the widespread use of 
sterling as an international means of payment. In these 
circumstances it was felt that the whole burden of 
defending the external balance could not be placed 
solely on monélary policy which; even if it proved 
effective in the long term, might not yield results sufli- 
ciently quickly to prevent a critical run on the foreign 
exchange reserves. 


In spite of this, there was one form of taxation on 
which no government ventured. As mentioned previ- 
ously, mono case were-tax_rates_on personal-income 
raised.” This suggests either that governments felt that 
public opinion would not tolerate a rise in personal tax 
rates, or that they recognized the inappropriateness of 
such a measure under conditions in which effective 
demand was inadequate to keep the industries produc- 
ing consumer goods fully employed. In so far as the 
latter explanation holds true, however, it affects any 
policy designed to reduce total demand. 


°° Tax receipts nevertheless rose in relation to output in 
Canada, the Federal Republic of Germany and the United 
States, as in other countries, in 1956, because of the operation 
of progressive tax systems. 

** Although the United Kingdom again encountered balance 
of payments pressures in 1957, no increases in taxes were im- 
posed as a result, presumably because the external current ac- 
count was still in surplus. 

°'The nearest approach to this was the introduction by 
Denmark in mid-1957 of compulsory savings at progressive rates 
on personal incomes exceeding 14,000 Danish kroner in taxable 
income, as one of the measures to deal with a renewed deteriora- 
tion in the balance of payments. 


The total result of the revenue and expenditure poli- 
cies of governments was that, in general, a mildly _ex- 


pansionist influence upon the economy was exerted 
from 1953 to 1954, following the end of the Korean 
boom, and an equally mild anti-inflationary influence 
was felt from 1954 to 1957. The only countries in which 
government operations were tending to accelerate 
rather than retard activity over the period from 1954 
to 1957 as a whole were France and Japan, though there 
were years in which the policies of other governments 
departed temporarily from the general pattern. 


There were relatively few cases in which the rise in 
the budget surplus, or reduction in budget deficit — 
whether on current account only or on current and 
capital accounts together—was equivalent to more than 
one per cent of the gross national product-in-any~ 
year. One exception was the United States in 1955, 
where the effect on tax receipts of recovery from the 
recession together with a slower rise in expenditures 
by the government than by the private sector meant 
that the budget exerted a fairly substantial restraining 
influence on expansion in that year. Belgium was also 
tending to curtail total demand fairly strongly in 1955 
through cuts in government expenditure, and the Neth- 
erlands sought the same objective in 1956 through 
higher taxation. Otherwise fiscal restraints on the econ- 
omy were much weaker, and certainly less active than 
they had been in the early post-war years. 


DIRECT WAGE AND PRICE RESTRAINT 


The tendency for money incomes to rise faster than 
real output per head during the recent phase of infla- 
tion has highlighted the basic dilemma confronting the 
industrial countries in seeking price stability under 
present conditions. On the one hand, the logic of a free 
market requires that each economic unit be at liberty to 
make the best bargain that it can, whether in the market 
for goods and services, or in the market for labour. 
On the other hand, the exercise of this freedom in recent 
years has frequently resulted in factor incomes rising 
more rapidly than produchivity-In suck cireusmstancse 
there is no reason to expect any one group to moderate 
its demands for higher incomes in the absence of assur- 
ances that other groups will behave likewise. It is 
doubtful whether the appeals for wage restraint which 
were made in a number of countries during the recent 


boom could have had much influence on the course of: 
the inflation. 


In some cases, governments went a step beyond moral 
suasion. In the United Kingdom, for example, the 
Government not only resisted a rise in the wages of its 
own employees in 1957 but also showed strong resis- 
tance to wage demands in public enterprises. A growing 
number of wage disputes were therefore submitted to 
arbitration. It is almost inevitable, however, that there 
should be some doubt as to how far arbitration ma- 
chinery should be concerned with stabilization as dis- 
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tinct from mediation. Moreover, even if the arbitrators, 
over whose decisions the government has no control, 
should be concerned with stabilization, it would appear 
to be difficult to find suitable criteria for this purpose 
on a piecemeal basis. Attempt to use such machinery 
for wage stabilization on a broad scale in other coun- 
tries in the past have also encountered major obstacles. 


Attempts at a national wage policy have been made 
in the Netherlands °§ and, to a lesser extent, in Sweden 
and other Scandinavian countries. In these countries, 
bargaining has been conducted on a nation-wide level 
and the governments have intervened in the wage settle- 
ment to a greater or lesser extent. On several occasions 
the wage settlement was apparently much lower than it 
might otherwise have been. In 1950, in fact, no nego- 
tiated increase took place in Sweden, while an absolute 
cut in real wages was taken in the Netherlands in 1951. 
Nevertheless, it is not entirely accidental that in Sweden 
actual earnings increased at a much faster rate than 
negotiated earnings—the so-called wage-drift—largely 
because entrepreneurs were willing to pay premium 
wages. Although the phenomenon of wage-drift has not 
been marked in the Netherlands, owing to stricter super- 
vision of wage rates within the framework of detailed 
job classifications and penalty provisions for overpay- 
ments, a period of wage restraint (in the early nineteen 
fifties) was followed by sharp increases, as in Sweden. 
Consequently, the average rate of increase in earnings 


in these_countries in the post-war period has not been 


important advantages, however, in averting temporary 
difficulties, and in avoiding an acceleration of the 
wage-price spiral at particular times. 


In evaluating the experience of a national policy of 
wage restraint in the Netherlands, it should not be 
assumed that the Government ever had the power to fix 
wage rates. The mechanism of wage negotiation was 
essentially tripartite—the Government did set national 
targets, but the ultimate solution depended on accept- 
ance by labour as well as by business. It was significant 
that, in an attempt to minimize discontent and promote 
the mobility of labour, the established principle of a 
national wages policy underwent an important change 
when separate bargaining within each industry was 
allowed in the March 1956 settlement. This change 
appeared to have far-reaching implications because 
once the wage level was made subject to the ability to 
pay and the bargaining strength of particular industries, 
it was likely to be more difficult to uphold the principle 
of equal pay for_equal work so_meticulously—imple- 
mented by refined job classifications, and to determine 


the average wage rate in advance. There is also some 


8 Cf, International Labour Office, “National Wage Policy: 
the Experience of the Netherlands”, by Bert Zoeteweij, Interna- 
tional Labour Review (Geneva), February 1955. 


doubt as to how far the target level of wages in any 
particular year really depended on domestic price 
objectives and how far on balance of payments con- 
siderations. Thus, an exceptionally favourable balance 
of payments position seems to have provided a sufficient 
justification for generous wage increases, despite the 
repercussions on prices, 


Appeals for wage restraint were almost always ac- 
companied by appeals for profit and price restraint. 
It is doubtful whether moral suasion met with any 
greater degree of success in this field than in respect of 
wages. In some cases, the government made use of its 
investigating power, especially in connexion with anti- 
monopoly legislation, to probe into the reasons for 
higher prices. These investigations were generally in- 
conclusive with respect to price policy, but the incon- 
venience involved and possible adverse publicity cre- 
ated by the often extended proceedings may have had 
some deterrent effect on prices. In Denmark and 
Norway, measures for the direct control of monopolistic 
prices were instituted or strengthened. 


In certain countries proposals for profit sharing have 
been made as an inducement to moderation in wage 
demands. Where profit sharing requires subscription by 
employees to the equity capital of a company, the profit 
accruing to the employees is likely to be limited, 
although there are cases where employees have actually 
gained control of their companies over a period of 
years. Alternatively, a variable or fixed proportion of 
profits may be distributed to the employees, inde- 
pendently of any capital subscription. The workers have 
not usually looked upon these proposals favourably 
since in so far as the companies are able to pay, wage 
earners prefer definite wage advances to the uncertain 
outcome of profits.°® Another plan for “collective profit 
sharing” seeks a national redistribution of profits rather 
than profit sharing on an industry basis.” There is little 
experience on which to judge what practical signifi- 
cance such plans might have in influencing the devel- 
opment of cost-price spirals. 


Although direct controls over profits and prices in- 
troduced during the war and in the immediate post-war 
period were subsequently discontinued in most indus- 
trial countries,*! they re-emerged in 1956-1957 in the 
Netherlands when wage restraint was again made a 
cornerstone of government policy. However, the price 
controls were not applied stringently, and increases in 
prices took place as a result of the introduction of 
higher indirect taxes—as well as of the realignment of 
rents with other prices—evidently without any fear by 


°°Im January 1958, a profit-sharing plan was put forward by 
the United Automobile Workers of America, but the industry 
has declared the proposal unacceptable. 

*° Adyocated by the Secretary of the Netherlands Federation 
of Trade Unions (International Labour Office, International 
Labour Review (Geneva), June 1953). 

1 However, certain features of the profits tax introduced in 
times of wage restraint persisted in some countries. 
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the Government that this might start a serious wage- 


price spiral.°? 


In countries where there is a strong link between 
wages and price indices, attempts to peg prices have 
frequently been made. Revival of subsidies previously 
abolished in Norway, and introduction of a require- 
ment for governmental approval of increases in certain 
prices in Belgium, are clear examples of recent attempts 
at pegging price indices. Obviously such measures are 
likely to be successful only when accompanied by more 
fundamental measures of restraint. The most conspicu- 
ous case of a breakdown in price pegging and control, 


after an initial period of apparent success, when the 
necessary accompanying restrictive measures were 
largely absent, is provided by France. By the middle 
of 1957, it became clear that the fiscal system was over- 
burdened with subsidies and the balance of payments 
position had reached a danger point. The remedial 
measures adopted, involving reduction of subsidies and 
increases in indirect taxes, together with a de facto 
devaluation, clearly implied retreat from price sta- 
bility. Successive waves of substantial price increases 
had to be allowed in the face of rising domestic costs, 
despite decrees initially freezing prices and requiring 
a partial absorption of higher costs by the producers. 


Conclusion 


Price increases in industrial countries in recent years 
cannot in general be attributed to an excess of aggregate 
demand. Even during the period of greatest pressure of 
demand, most sectors of the economy other than those 
producing durable goods had surplus capacity, and 
could have increased output significantly in response 
to higher demand. 


It is true that unemployment was generally low dur- 
ing the period of greatest demand. But the demand for 
labour was not so strong as to prevent the service in- 
dustries from continuing to increase their share of total 


ee —= 


employment. Moreover, the labour bottleneck was gen- 
erally much less serious than it appeared from unem- 
ployment data because employers frequently preferred 
to hold on to their workers in the expectation of better 
economic conditions in the future rather than run the 
risk, by dismissing them, of-subsequent difficulty in 
recruitment. Thus the slackness in demand for labour 
outside the durable goods industries was for some time 
expressed more in a fall in the rate of increase of pro- 
ductivity than in a growth of unemployment. In many 
countries, moreover, no significant shortage of labour 
occurred even at the peak of the boom. 


Undoubtedly there was, in certain countries, consid- 
erable pressure of demand upon supplies of durable 
goods for investment and consumption. What happened, 


the community was demanding more durable goods 


°** In 1957 the trade unions in the Netherlands agreed not to 
press for wage increases to compensate for increases in prices 
that might be brought about by reductions in certain subsidies 
and increases in indirect taxes. In Denmark, the escalator clause 
on wages did not apply when the rise in prices was a result of 
higher indirect taxes. Similarly, the clause providing for reopen- 
ing of negotiations when prices exceed a certain limit, set forth 
in the two-year wage settlement in Sweden in 1957, would not 
apply if the price increase were brought about by fiscal 
measures. 


than could be supplied, and could have supplied more 
by way of other goods than was being demanded. 


Average prices generally moved approximately in 
line with the total of wage and materials costs. Exami- 
nation of the period from 1950 to 1956 shows that wage 
costs in manufacturing were relatively stable from 
1952 to 1954, and that they were not the most important 
initiating factor in the price inflation which began dur- 
ing the Korean conflict and which was due in the first 
instance to soaring costs of materials. The role of wage 
costs was probably much more important during the 
price inflation of 1955-1957, though even here part of 
the rise in wage costs represented a response to other 
factors, particularly autonomous increases in the cost 
of living brought about by such developments as gov- 
ernmentally administered changes in food prices, de- 
control of rents, and the raising of indirect taxes or 
reduction of subsidies. 


While, therefore, increases in wage costs are statis- 
tically the most important element in the price inflation 
over the whole period from 1950 to 1956, this fact can- 
not be interpreted to mean that the price inflation Was 
always Wage-initiated. On the contrary, it is only dur. 
ing a relatively brief part of the period, at the end, 
that increases in wage costs may have been the major 
causal element in price increases. 


What is true, on the other hand, is that in modern 
times, especially in a full employment situation, the 
cost-price structure is generally in a position of unstable 
equilibrium, in the sense that it takes only a relatively 
small distur vance to move the whole system upwards. 
The most important element contributing to this situa- 
tion is the cohesiveness of the wage structure, and the 
fact that variations from one industry to another in 
earnings are much smaller than those in productivity. 
Wages will not necessarily advance more rapidly than 
productivity if all other conditions are stable. But once 
anything happens to force up prices in a particular 
sector of the economy—such as a rise in the pressure of 
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demand in the labour or product market in that sector— 
he whole economy is likely to follow suit. For if the rise 
‘Nn prices in the initiating sector is due to higher labour 
earnings, the rigidity of relationships among industries 
«will mean that earnings in other sectors will follow suit, 
irrespective of whether productivity has also risen to 
that extent. And where the original price increase is 
‘due to higher materials costs, this too may set the sys- 
tem in motion through the effect on the cost of living 
-and hence upon wage demands in general. 


Moreover, so long as full employment is maintained, 
jit cannot be expected that prices will ever fall appre- 


sciably, unless there is reason to expect a secular down- 
‘ward trend in materials costs due to a more rapid 
sexpansion in the output of materials relative to manu- 
‘facturing than has prevailed during the past twenty 
years, as a whole. There is no means of projecting past 
experience regarding commodity terms of trade into the 
future. What is clear, however, is that wage costs are 
not likely to decline very much so long as full employ- 
ment is maintained. Consequently, each phase of wage- 
cost inflation starts out near the point at which the pre- 
vious comparable phase left off. Any decline in wage 
costs in the interim is not likely to compensate fully for 
the increase in the upward phase if only because de- 
clines are not likely to spiral, whereas increases are. 
These, then, are the factors which give modern price 
inflation its distinctive characteristics, and which raise 
new problems for government policy. 


Differences between countries in the pull of home 
demand have caused substantial swings in balances of 
payments. Where domestic demand rose most, balance 
of payments difficulties usually followed. It is not clear 
what part was played in this process by relative changes 
in domestic costs through their effect on export prices, 
but it seems doubtful whether this was a major factor 
during the period under review. Some of the balance of 
payments problems encountered were the result of the 
inadequacy of foreign exchange reserves for absorbing 
short-term speculative capital movements. This, how- 
ever, was superimposed upon a deeper disequilibrium 
resulting from failure of countries to keep in step in 
the growth of internal demand. 


The policies adopted to counter inflation were cen- 


tred mainly on action_by the monetary authorities to 
raise the cost and limit the quantity of credit. Only 
where balance of payments difficulties were experi- 
ee et a es and even here the increases 
were confined to indirect taxes, which tended to accele- 
rate the price inflation, and corporate taxes, so as to 
reinforce the effects of the credit squeeze on investment. 
No government was prepared to curb demand by raising 
personal income taxes. Most governments did, however, 
slow down the rise in expenditures, or reduce special 
categories of expenditure, and this, together with the 
effects of progressive taxation in a period of rising 
incomes, gave a mildly anti-inflationary character to 


fiscal policy. Few countries engaged in any frontal 
attack on prices and wages. 


The effect on economic activity of using interest rates 
and general restrictions on the availability of credit 
seems to have been limited by several factors. Higher 
interest rates did not prevent investment from rising 
and even accelerating, where business expectations were 
optimistic. The share of the banking system in the flow 
of funds to business enterprises was, in general, suffi- 
ciently small so that curtailment of bank credit could 
be offset by use of accumulated liquid reserves, by 
flotations on the capital market, or by resort to facilities 
of financial institutions other than banks. Even after a 
substantial period of credit restraint, there was no indi- 
cation of any serious concern on the part of corpora- 
tions that further industrial expansion might have to 
be limited because of inability to secure the necessary 
finance. It is, of course, possible that general credit 
policies may exert their influence primarily through 
their effect on business expectations, rather than 
through the cost or availability of credit. However, cir- 
cumstances may be favourable for eliciting the desired 
response in one situation and not in another. Since in 
this and other ways psychological factors are notori- 
ously hard to predict and to control, it was not unnatural 
that the policies pursued were uncertain in their impact. 


Greater immediate results seem to have been secured 
by the use of selective credit controls to~discourage 
housing and the purchase of consumer durables. There 
is some doubt as to how far the consequent relative de- 
cline in these sectors released resources which could be 
used elsewhere in the economy. In some countries, how- 
ever, simultaneous fiscal and monetary restraints on the 
consumption of durable goods did contribute to an 
improvement in balances of payments. 


It seems fairly clear that, except in one or two of the 
Scandinavian countries, the policies were not designed 
to adapt the pattern of demand to the pattern of output 
possible with existing resources. Since the aim..was-to 
limit total demand and not simply the demand for in- 
vestment, industries operating with surplus capacity 
were bound to experience a drop in demand along with 
industries where ¢apacity was currently inadequate. 
In most countries no attempt was made to devise a com- 
bination of fiscal and monetary policies which would 
restrain excessive demand for goods in short supply 
while increasing demand for other goods. 

Much less success seems to have been achieved in 
controlling the rise in prices than in curbing the level 
of demand, in the course of the period reviewed. 
The cost-price spiral acquired a momentum of its own 
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and did not appear responsive, at any rate in the short 
term, to a slackening in demand. The data suggest, in 
fact, that in so far as the slackening of demand may 
have slowed down the growth in productivity more than 
the granting of wage increases, the restrictive policies 
may even have had some perverse effect on cost 
inflation. 


Inasmuch as the balance of payments difficulties of a 
number of industrial countries occurred at different 
points of time, the relatively greater restraint in do- 
mestic demand introduced in these countries was sufh- 
cient to arrest further deterioration in their external 
positions. There is, however, little evidence that indi- 
vidual governments took the situation of other countriés 
into account in determining their own economic poli- 
cies. The opposite movements in bank rate in the 
Federal Republic of Germany and the United Kingdom, 
in September 1957, seem to have been virtually the only 
instance of concerted action, and even this cannot be 
regarded as having a very powerful effect on disequi- 
librium within Europe. In this sense the world economy 
seems to operate with even less efficiency than under 
the nineteenth-century gold standard. In those days, 
governments which “played the game according to the 
rules” were expected to allow the internal supply of 
money to rise in response to an increase in the export 
balance, financed by an inflow of gold, and to fall in the 
opposite case when gold flowed out. There is room-for 
argument as to whether changes in the supply of money 
were in fact the most important equilibrating forces in 
the nineteenth century. But it is in any event clear what 
the intention of the system was—namely that surplus and 
deficit countries should participate equally in the 
mutual adjustment of their balances of payments. 


In modern times the domestic economy is to a con- 
siderable extent insulated against foreign disturbances 
and none of the creditor countries in the recent past has 
taken an increase in the export balance as a signal for 


raising the level of internal demand; indeed, the largest 
European creditor sought to offset the effect on domestic 
demand of its large unintended export balances. Thus 
the burden of correcting international disequilibria has 
not been shared between surplus and deficit countries; 


demand in the surplus countries. This has inevitably in- 
troduced a significant deflationary bias into the process 
of international balance of payments adjustment. 

The most important issue raised by recent experience 
in the industrial countries, however, relates to the im- 
plications of restrictive policies for long-term growth. 
Since price increases during the recent boom were not 
due to an over-all excess of demand, it could not be 
expected that they would be particularly sensitive to 
measures designed to restrain the growth of demand. 
Thus prices continued to rise when the rate of business 
expansion slowed down and even, in some cases, when 
production began to fall. Under such conditions, which 
are typical of modern times, attempts to secure price 
stability through curtailment of demand may not be 
able to stop short of bringing any advance in economic 
activity to a standstill if the objective is pursued vig- 
orously. At the very least, such policies may necessitate 
a rate of growth much slower than that to which the 
post-war world has become accustomed. Moreover, in 
so far as sectoral excess demand has to be eliminated 
without any attempt to match the pattern of resources 
with the pattern of demand, the degree of utilization of 
labour and capacity in the economy as a whole may also 
have to be substantially lower than in the recent past. 
Even if such policies can be implemented successfully 
without the danger of sliding into a serious downturn 
in economic activity—which is far from certain—they 
raise the gravest questions for governments regarding 
the various economic goals which they wish to pursue, 
and the balance that they wish to strike between these 
goals. 


Chapter 2 


INFLATION IN PRIMARY PRODUCING COUNTRIES 


The Nature of Inflation in Primary Producing Countries 


Inflation in the primary producing countries during 
fe post-war years has generally proved to be a more 
evere and intractable problem than in the industrial 
ountries. Prices have in most cases advanced almost 
vithout interruption. Though the pace was somewhat 
lower in the immediate postwar years than during the 
second World War, the widespread devaluation of 
urrencies in 1949 and the outbreak of Korean hos- 
ilities in 1950 led to a renewed acceleration of price 


Table 17. 


inflation. Following collapse of the Korean boom in 
mid-1951, domestic prices levelled off or even fell in 
some instances, but only for a short period. After 1954, 
an upward movement in prices once again became gen- 
eral among primary producing countries. Up to the 
present, this recent advance has shown few signs of 
abatement, although it has been more moderate than 
in the earlier post-war years, as may be seen from the 
indices of the cost of living in table 17. 


Movements of Cost of Living Indices in Forty Primary Producing Countries :* 


Average Annual Rate of Increase? 


Pre-war 
Annual raie of increase 1946 
26 per cent and above............. 13 
PPR ad BEE OERE Lis we se-e-yieis wine crore 5 
ASE ee a 4 
ST ee | eee 4 
EGTA FOE BOE. gas «cts c tors wees «2 9 
| eae ee 5 
Civareeerencel| os). See 2 ah — 
Tota 40 


Number of countries 


1946 1950 1954 
to to to 
1948 1953 1957 

a 6 2 
— i 4 
6 il — 
4 5 il 
12 12 9 
5 10 18 
6 i) 6 
40 40 40 


Source: Statistical Office of the United Nations, 
Statistical Yearbook and Monthly Bulletin of Sta- 
tistics. 

s Argentina, Australia, Belgian Congo, Bolivia, 
Brazil, Burma, Ceylon, Chile, Pasian Costa Rica, 
Cuba, Cyprus, Egypt, El Salvador, French Equa- 


torial Africa, Honduras, India, Indonesia, Iran, 


Cost of living indices do not, of course, provide a 
strictly accurate and comparable measure of inflation. 
Since they usually relate to the cost of living for wage 
2amers in a major city and cover only a limited range 
of commodities, they may reflect local market condi- 
ions rather than the inflationary experience of the 
sountry as a whole. In countries where governments 
sxercise control over prices, the indices may also be 
misleading because they are often based upon official 
prices, which, owing to difficulties encountered in en- 
forcement of controls, may not truly represent prices 
paid in actual markets. Nevertheless, the cost of living 
indices do provide an approximate measure of the vary- 
ing degrees of inflation which different countries have 
*xperienced over a number of years. When inflation has 
persisted for some time, the distortions in the indices 
lose much of their importance; the effects of inflation 
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Iraq, Israel, Jamaica, Lebanon, Mexico, Morocco, 
New Zealand, Pakistan, Paraguay, Peru, Philip- 
Ee Northern Rhodesia, Southern Rhodesia, 
udan, Thailand, Tunisia, Turkey, Union of South 
Africa, Uruguay, Venezuela and Viet-Nam. 


b Arithmetic average. 


cease to be confined to particular localities or markets 
but spread instead throughout the economy, and even 
officially controlled prices have to be revised upwards.* 


As a measure of inflation, these indices reveal a much 
greater diversity of experience among the primary pro- 
ducing countries than is to be found among industrial 
countries (table 18). At one extreme, countries such as 
Ceylon, Cuba, Egypt, the Philippines and Venezuela 
have exhibited a degree of stability in their domestic 
price levels between 1950 and 1957 that has not been 
paralleled by any industrial country. At the other ex- 
treme, the price levels of such countries as Bolivia, 


1 An alternative measure, the wholesale price index, is avail- 
able only for a limited number of primary producing countries. 
For most of these countries, a comparison of the wholesale price 
and cost of living indices does not reveal significant differences 
in the magnitude of increase between 1950 and 1957. 
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Table 18. Rate of Increase in Cost of Living Indices, 1950-1957, and Rates in 1954-1957 


compared with 1950-1953 


Rate of increase* 


Rate in 1954-1957 compared with 1950-1953 


1 is Dita Falling Constant Rising 
Paraguay eee 
Argentina ile 
; Indonesia Brazil 
Hight ase cen miami reas epee jeeael 
Viet-Nam 
Uruguay 
Thailand Iran Mexico 
Australia Cyprus Turkey 
Peru Colombia 
; French Equatorial Africa 
High to moderate........... Tiniata 
Morocco 
New Zealand 
Sudan 
El Salvador Burma ; 
Union of South Africa Costa Rica 
Northern Rhodesia Lebanon 
Ghana as 
Jamaica rag 
Moderate to low............ Gewehery Hhodeers 
Pakistan : 
Belgian Congo 
Honduras 
Guatemala 
Ceylon Philippines 
Stableso curcamre clone aac Venezuela Egypt 
Cuba 


Source: Statistical Office of the United Nations, 
Monthly Bulletin of Statistics. In descending order 
of 1957 index. 

® High rates of increase in cost of living indices 
have been defined as rates of increase exceeding 


Chile and Paraguay have increased tenfold or more. 
While the chronic inflation besetting these countries has 
also been evident, but to a lesser degree, in such other 
countries as Argentina, Brazil and Indonesia, in most 
countries the advance in prices since 1950 has been 
more moderate. It has, however, ranged up to 10 per 
cent per annum and has thus frequently exceeded the 
rate of increase generally experienced in the industrial 
countries. 


These differences in the pace of advance in prices 
have also been associated with considerable variation 
in the rates of increase within the period. In only a few 
countries has the advance been at the same rate in the 
period since 1954 as in the earlier years from 1950 to 
1953. Most countries have experienced a somewhat 
slower advance in prices during the more recent period. 
In several instances, this represented a continuous 
reduction in inflationary pressure throughout the years 
since 1950; in Paraguay, for example, the pace of 
advance in prices fell from an average rate of about 
75 per cent per annum in 1950-1953 to about 20 per 
cent in 1954-1957, and in Israel, a decline from 30 to 7 
per cent occurred between the same two periods. Gen- 
erally, however, the change in tempo from one period to 


10 per cent per annum; high to moderate rates, 
between 9.9 and 5 per cent per annum; moderate 
to low rates, between 4.9 and one per cent per 
annum; stable indices are those which have in- 
creased less than one per cent per annum. 


the other did not signify a continuous decline in the rate 
of advance in prices since 1950; rather, it reflected the 
resumption of price inflation at a lower rate after a short 
interval of relative stability in 1953 or 1954. In a few 
countries, the rate of advance in prices during recent 
years has exceeded that of earlier years. This has oc- 
curred both in countries where prices advanced quite 
sharply during the earlier period and in countries 
where prices had been relatively stable. In Bolivia and 
Chile, for example, the steep rise in prices in 1950-1953 
was greatly accelerated in 1954-1956.2 On the other 
hand, prices also moved upward after 1954 in countries 
such as Burma and India, where the price level had been 
relatively stable or had even declined in the earlier 


period. 


The forces underlying the advances in prices in the 
primary producing countries do not differ, in essence, 
from those which generate inflation in the industrial 
countries and which have been discussed in the previous 
chapter. It may be said, however, that, in the primary 
producing countries generally, one of the most perva- 
sive sources of inflation has been the effort to accelérate 


* During the course of 1957, however, prices tended to become 
more stable in both countries, 


| CHAPTER 2. INFLATION IN PRIMARY PRODUCING COUNTRIES 


65 


ithe pace of economic growth. Governments have fre- 
quently resorted to deficit spending in order to add to 
the capital facilities necessary for development, and, in 
periods of buoyant demand, upsurges in private invest- 
ment expenditure have likewise added to the rate of 
capital formation. Increases in total expenditure from 
these domestic sources, however, have often been aug- 
mented by increases originating in changing external 
circumstances. When activity in the industrial countries 
has expanded, export earnings of primary producing 
countries have commonly risen; and, though these in- 
creased earnings have been partially saved or have 
eventually been absorbed by a larger volume of imports, 
their initial effect has often been to swell the flow of 
domestic expenditure. 


Increases in expenditure generated by budget deficits, 
private investment or the export balance provide addi- 
tions to private incomes that have a special significance 
in the inflationary process. For, as these additions to 
private incomes are not derived from the-productior of 
consumer goods and services, the expenditure which 
they generate heightens demand for consumer goods 
and services in relation to available supplies. Accord- 
ingly, if no excess productive capacity is available, 
prices tend to rise under the pressure of increasing 
demand. The rise in prices, however, tends to change the 
distribution of income in favour of groups with rela- 
tively higher rates of saving out of income. When pri- 
vate savings have increased to the point where they 
match the increase in demand for private savings gen- 
erated by the budget deficit, private investment or the 
export balance, a new equilibrium is reached; at this 
point the demand for, and supply of, consumer goods 
and services are again in balance. 


Increases in demand for private savings, however, 
have not been the only source of inflation in primary 
producing countries. At times, an excess of aggregate 
demand over aggregate supply has emerged, not from a 
rise in the demand for private savings, but from a de- 
cline in the community’s willingness to save. When, for 
example, there has been some relaxation of direct, 
physical controls on consumption, the community has 
sometimes responded by increasing its expenditure rela- 
tive to current income. 


Advances in prices and costs have often taken place 
even in the absence of excess aggregate demand. Impor- 
tant though such demand has been as a cause of inflation 
in primary producing countries, it has rarely been pres- 
ent as continuously as excess demand within particular 
sectors. As real income has risen, the changing level 
and composition of demand have called for a continuing 
readaptation in the structure of production. By com- 
parison with the industrially advanced countries, how- 
ever, greater difficulties have been encountered in the 
transformation of the productive structure and, conse- 
quently, prices in particular sectors have often been 
very sensitive to advances in income and expenditure. 


Such disproportions between demand and output have 
been variously occasioned by circumstances that are 
characteristic of the economies of under-developed 
countries. An instance is the lack of adequate credit 
facilities, which tends to restrict the flow of capital into 
many sectors of the economy. Again, the development 
of new industries may be impeded by insufficient and 
unreliable supplies of energy or by shortages of skilled 
labour. Or, supply and demand throughout the economy 
may be imperfectly related by reason of inadequate 
transport facilities. 


It is not to be supposed, however, that the difficulties 
giving rise to maladjustments between the composition 
of production and of demand have necessarily resulted 
in low rates of increase in aggregate output. A number 
of under-developed countries have experienced rela- 
tively high rates of growth in recent years. These rates, 
however, have sometimes reflected the rapid develop- 
ment of particular sectors of production rather than 
balanced growth throughout the economy. In some 
countries, where growth has stemmed primarily from 
expansion of the export sector, the capacity to import 
has been enlarged, so that flexibility in domestic supplies 
has been achieved through increased imports. In most 
instances, however, economic growth has not been 
heavily weighted in favour of exports; in such cases 
changes in the level and composition of demand asso- 
ciated with rising real incomes pose the need for corre- 
sponding changes in the structure of domestic produc- 
tion if advances in prices are to be avoided. 


Numerous countries have, in fact, experienced some 
imbalance in the rates of increase in output of the 
various sectors of their economies. Agricultural pro- 
duction, in particular, has frequently lagged markedly 
behind the growth in output of other sectors during 
recent years, and if the comparison is continued back 
to the years before 1950, this lag is seen to have been 
even more pronounced in some countries (see table 19). 
The relatively slow rate of growth, or the stagnation, 
of the agricultural sector has commonly underlain the 
deficiencies in food supplies that have been a frequent 
source of inflationary pressure in under-developed 
countries. The pressure of demand against insufficient 
supplies of foodstuffs has, moreover, often been height- 
ened by the rapid growth of urban populations; even 
where the output of foodstuffs has been increased, urban 
supplies have not necessarily kept pace with the high 
rates of increase in urban population, since producers 
have often increased their own consumption, and dis- 
tribution facilities have frequently been inadequate. 


Neither excess aggregate demand nor excess sectoral 
demand, however, wholly explains the magnitude of 
the price inflation experienced by the various primary 
producing countries. The primary inflationary impulses 
generated by excess demand have also initiated sec- 
ondary cumulative advances in prices and costs. The 
magnitude of these advances has varied with the 
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Table 19. Growth Rates and Share of Gross Domestic Product, by Sector, Selected Countries 
(Percentage) 
Average annual rate of growth Share in total production® 
boniehniee: ie communica 
Country ee Industry» eae bie Services eee ‘ Industry» trade Services 
Pre-1950 period¢ hyena 
7.4 6.0 24.5 26.9 pa tAS, 
ae ate Rade De 10.6 5.8 5.8 36.6 15.6 20.8 27.0 
Chili. 2.3 5.6 4.6 6.2 18.1 25.3 24.3 32.3 
Gila ee 2.1 8.9 16.34 4.40 48.9 22.7 3.4 25.3 
Menta ee 11.5 5.8 7.0 8.6 18.1 27.4 39.4 1st 
(ae en pil = 1.9 1.9 49.1 rea 18.5 15.5 
Turkey he eee 1.0 3.2 2.6 4.0 55.4 14.2 15.1 15.3 
7 f 
eee Ea Dany 3.3 4 2.2 15.5 31.7 mo BS ee 
he i ae ee id 2.7 6.3 net 31.8 39.1 14.7 14.3 
ec ee Che ee 2.7 8.6 5.8 29.0 21.4 21.6 28.1 
Chilewr tlhe ee: 1.6 1.4 2.2 14.9 26.2 23.7 34.9 
Chloe bm ea: 2.6 1.3 8.9 39.6 29.6 6.3 24.5 
Renedo nee ee 6.9 10.6 12.9 7.6 38.9 21.5 15.0 24.8 
Henin oe —0.6 75 53 3.2 52.4 — 14.6 16.9 16.1 
Mexitoauaeth ee 4.9 6.8 ae: 6.0 20.6 25.4 38.4 15.6 
Burnmnars ee aes 6.4 8.7 46.4 53.6 
(Cae Oar ee Caen 2.9 3.6 57 4.7 49.0 16.7 18.8 15.7 
Dak tne ee 2.0 13.9 31 2.9 60.8— 72 12.2 19.6 
avkey olen 5.9 8.3 10.0 0.4. 48.9 16.2 16.3 18.5 


Source:United Nations Bureau of Economic Affairs, based on 
data published in official sources. 

® Beginning of period. ; 

> Including mining and construction. ele 

¢ The period covered in each country depends on availability 
of data. It refers to 1935-1938 to 1950 in Argentina; 1939 to 1950 
in Brazil; 1940 to 1950 in Chile; 1938-1940 to 1950 in Colombia; 


economic structure and institutions of the under- 
developed countries. 


A major inflationary mechanism activated by the 
primary inflationary impulses has been the wage-price 
spiral. By raising prices and redistributing incomes in 
favour of groups with relatively higher rates of saving, 
excess aggregate demand has encroached upon the real 
income of wage earners. The labour unrest created by 
such a situation has commonly given rise to demands 
for increased money wages, and these increases have 
then been the occasion for renewed increases in prices. 
Excess aggregate demand, however, has not even been 
a necessary condition for the activation of wage-price 
spirals. Advances in wage costs have also taken place 
because of the presence of excess sectoral demand. 
In view of the importance of food in the consumption 
of wage earners and of the widespread inflexibility in 
the supply of food, real wages in the under-developed 
countries have been very susceptible to reductions occa- 
sioned by rising food prices. Moreover, at times an 
advance in money wages has been the outcome, not of 
domestic supply and demand conditions, but of a rise in 
foreign prices of imported commodities or of a change 
in governmental policy affecting domestic prices. Thus, 
rising foreign prices of imported commodities have not 


1945 to 1950 in Mexico; 1948 to 1950 in India; and 1938 to 1950 
in Turkey. 

4 Transport only. 

© Including commerce. 

f Generally 1950 to 1956; however, in Bolivia, Honduras, 
India and Turkey, it refers to 1950-1955, and in Ecuador, 1950— 
1954. 


only had direct effects upon the level of domestic prices 
and costs but have sometimes been sufficient to activate 
a wage-price spiral; and similarly, changes in govern- 
mental policy regarding price controls, exchange rates, 
indirect taxes and subsidies have had both direct and 
indirect effects upon the level of domestic prices and 
costs. 


Apart from the wage-price spiral, the final effect upon 
prices produced by excess demand has been magnified 
by the operation of another mechanism. This has its 
origin in the means whereby increases in expenditure 
in the primary producing countries have been financed. 
Increases in private investment, in budget deficits or in 
wage bills have been mainly financed by borrowing 
from the banking system. This has usually-involved-a 
rising supply of money, which has increased the 
liquidity of the community, In the absence of organized 
capital markets and in the face of the ever present 
danger of inflation, however, there is little incentive 
to hold increases in the money supply in idle balances 
and these increases have therefore tended, in time, to 
augment the flow of total money expenditure. 


The inflationary experience of the primary producing 
countries has thus been shaped by a multiplicity of 
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circumstances that have varied, not only from country 
to country, but also for the same country over time. 
Though changing external circumstances have often 


generated demand pressure or advances in costs, infla- 
tion, as will be seen below, has been largely of domestic 
origin in recent years. 


The Role of Demand Pressures 


EXCESS AGGREGATE DEMAND 


An excess of aggregate demand, relative to supplies, 
has been a potent force in the inflationary experience 
of many primary producing countries. This is in marked 
contrast to the situation in industrial countries examined 
in chapter 1. The origins of excess demand have been 
diverse. The vigorous drive to attain higher income 
levels has been a major factor: private and public in- 
vestment have expanded rapidly in many countries. 
Governments have also sought to provide needed social 
welfare and other services. In addition, the rapid expan- 
sion of economic activity in industrial countries has 
made possible higher levels of exports in many primary 
producing countries, and thereby added to their demand 
for savings. Where the demand for savings rose, and 
this was not matched by an increase in the supply of 
savings at prevailing prices, the result was inflationary 
pressure on the supply of consumption goods and 
services.* 


The emergence of excess aggregate demand may also 
have been due, in some instances, to a decline in the 
desire to save in relation to the demand for savings. 
In addition, there were probably instances where infla- 
tionary pressure reflected the liquidation of demand that 


3 An unchanged supply of savings or its sluggish growth has 
at times been the consequence of income rising too slowly to 
generate a sufficient margin between income and consumption 
expenditure. In addition, since per capita incomes are very low 
in many primary producing countries, even a considerable in- 
come growth often yields little excess over consumption require- 
ments. 


had been pent up in an earlier period. The extent to 
which excess aggregate demand may have exerted pres- 
sure in these ways cannot readily be determined owing 
to lack of adequate supporting data in most primary 
producing countries. 


From 1953 onward the pattern of changes in external 
or internal demand varied not only from year to year 
but from country to country. In 1951 and 1952, how- 
ever, there appeared to be similar causal influences at 
work in a large number of countries (see table 20). 
In 1951 the demand for savings expanded in far fewer 
cases than in most other years when inflation occurred. 
The principal explanation is to be found in the sharp, 
and at the same time, widespread foreign trade changes 
associated with the Korean boom. The balance of ex- 
ports over imports of most countries deteriorated in 
1951. This occurred despite the fact that the boom in 
commodities brought primary producing countries an 
increase in export receipts, and resulted in an improve- 
ment in the terms of trade of a significant majority of 
countries. The most general single factor in the decline 
of the foreign balance is to be found in the substantial 
expansion of the volume of imports. While this was in 
some cases partly induced by increases in real income, 
an important consideration was the widespread desire, 
in the face of the uncertainties associated with interna- 
tional developments, to build up inventories. Without 
exception, the volume of imports rose_in each of the 
countries for which data are available, the increases 
ranging to over 20 per cent in a number of countries. 
At the same time, the generally large increases in both 


Table 20. Demand for Gross Private Saving, by Country 


(Percentage of gross private income after tax) 


Country and item 1950 1952 1953 1954 1955 1956 
Argentina 
Ps private fixed investment.......... 18.2 Lig 15.9 12.8 13.0 oe 
Change in private inventory..........-. —13 2e1 ==19 re mie 
Gross private investment..........--. 16.9 1 18.6 ae e 
Budget deficit, or surplus (—).......... 2.0 1.4 ; Z ae 
Internal demand for saving........... 18.9 7A 20.0 eh owe is 
Export balance............-- seneders ie, NOT > —4,2 ae ie a 
Total demand for gross private saving 19.6 iG 15.8 I. , : 
Australia* 
Gross private fixed investment.......... 19.0 238 18.8 Ee ne ee oe 
Change in private inventory..........-. 7.9 12.3 —4.0 eke oe Ba Are 
Gross private investment.......-..--- 26.5 36.1 2 a ne i: Se 
Budget deficit, or surplus ‘te ee uae 2.6 A 4,.¢ ie a Ses aa 
Internal demand for saving.........-- ao be a ah ae pe oe 
Gxt elaNICee eae ee Noe eee es 3 —18. a: ‘ : : ; 
“E Total demand for gross private saving 32.4 21.2 25.9 24.4 22.9 23.1 226 
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(Percentage of gross private income after tax) 


Table 20. Demand for Gross Private Saving, by Country (continued) 


Country and item 1950 1951 1952 1953 1954 1955 1956 
Burma> 
Gross private fixed investment.......... 8.8 9.3 11.0 10.0 10.8 9.2 10.8 
Change in private inventory............ Ue) —_ 1.8 — 0.2 1.8 =O 
Gross private investment............. 10.7 9.3 12.8 10.0 11.0 11.0 10.7 
Budget deficit, or surplus (—).......... —2.3 0.4 2.0 7.6 10.9 Dal 10.3 
Internal demand for saving........... 8.4 9.7 14.8 17.6 21.9 16.7 21.0 
export balances. 47. ese care tee 5.7 6.9 6.3 7.4 —20 0.8 2.9 
Total demand for gross private saving 14.2 16.6 21.2 25.1 19.3 ves 23.9 
Ceylon 
Gross private investment............... 3.3 8.1 7.6 6.2 5.0 6.0 6.2 
Budget deficit, or surplus (—) PT Eee Pei 0.8 6.6 4.3 —1.9 —2.6 0.3 
Internal demand for saving........... 7.4 8.9 14.2 10.5 3.1 3.4 6.5 
JOG OR ne cloeecemourua comands. 3.0 2.2 —9.3 —6.1 6.8 5.9 3.7 
Total demand for gross private saving 10.4 11.1 4.9 4.5 9.9 8.9 10.3 
Chile 
Gross private investment.........:..... 7.6 7.0 a2 8.4 Lads 
Budget deficit, or surplus (—).......... 3.0 1.3 2.0 5.0 3.4 
Internal demand for saving........... 10.6 8.3 Te 13.4 5.6 
Export DAlMCery atti eee earn feta =0:5 =—l7 0.5 me A) —1,0 
Total demand for gross private saving 10.1 6.6 7.6 12.7 4.7 
Colombia 
Gross private fixed investment.......... 9.4 11.3 Oy 14.4 14.4 13.2 
Change in private inventory............ 1.8 3.0 0.7 0.3 0.3 0.7 
Gross private investment............. 11.2 14.3 12.4 14.7 14.7 13.9 
Budget deficit, or surplus (—).......... 2.4 2.0 2.8 3.8 3.9 8.8 
Internal demand for saving........... 13.6 16.3 IZ 18.5 18.6 22.7 
EXPOLb Dalance tems owecee @es vag eee: Wek —0.8 0.1 —(O.3 ia —3.4 
Total demand for gross private saving 13.5 15.6 15.3 18.2 17.0 19.3 
Ecuador 
Gross private fixed investment.......... 1.0 9.4 7 5 
Change in private inventory............ 28 2.9 13 v1 "29 29 
Gross private investment............. 9.8 ie 8.6 11.9 13.8 12.3 
Budget deficit, or surplus (=)... 20.2 6-4. 2.2 1.4 1.6 2.5 1.4 1.8 
Internal demand for saving........... 12.0 13.1 10.2 14.4 15.2 
Export balancounee 4 eee aeons 4.5 =—18 2.4 iA - 1.9 zy 
: Total demand for gross private saving 16.4 iTS 12.6 13.1 13.2 7 
hana 
Gross private fixed investment.......... 5.7 5.3 7 5 
Change in private inventory............ 3.6 0.7 aye a oy 
Gross private investment............. 9.3 6.0 6.1 5.2 6.2 39 
Budget deficit, or surplus (—)........... = 2.0 —3.0 01 —0.3 10.0 08 
Internal demand for saving........... 6.8 3.0 6.0 4.9 Bes ri 
Expert alancoa ttn cates voce ae eS 10.9 4.3 2.0 : a 
Total demand for gross private saving 18.1 13.9 10.3 6.9 oe at 
Honduras . 
Gross private investment.............. 13.2 5 
Budget deficit, or surplus (—)......... eee a me Be hy: = 
Internal demand for saving........... eG 14.9 18.1 . a4 "F 
Export balan cea 4).cauenane ek ees 0.2 —0.8 4.0 iB ry "22 
Total demand for gross privat ing 8 4. 14 ca f See 
ae g private saving 11.8 14.0 14.0 14.0 14.7 10.8 
Gross private investment............ 5 7 
ee ene or surplus (—)........ - 13 i: re Oy 
nternal demand for saving.......... f 0. 
Export balance........... a ais ae ars) a 4 
Total demand for gross private saving 8.8 6.7 10.0 By 
Israel ‘i 
Gross private investment?............ 22.4 ! PAT 
Budget deficit, or surplus (—)........... 16.2 ies is ae 2 
Internal demand for saving........... 38.6 36.7 37 ( 12.6 9.6 
mo balance miler Leen ae _— 94.5 rN | 6 ort a 29.6 
t ] ‘ om oar = ~~ 40. —21 2, — 24.1 
otal demand for gross private saving 14.0 isyal BD 6.5 aa 
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Table 20. Demand for Gross Private Saving, by Country (continued) 
(Percentage of gross private income after tax) 
Country and item 1950 1951 1952 1953 1954 1955 1956 
Fe 
ross private fixed investment.......... 
hange in private inventory............ 0.0 ah io ne 
Gross private investment............. 9.2 8.8 14.1 3% 
Budget deficit, or surplus (—).......... 0.2 0.7 0.1 03 
Internal demand for saving........... 9.4 9.5 14.2 133 
Breech DAIANCG 2 ec Wages cc ance eas — 0.4 ~15 ~0.5 03 
Total demand for gross private saving 9.0 7.9 13.8 13.6 
New Zealand . 
Gross private fixed investment.......... 12.5 15.5 15.8 15.0 17.2 18.1 
ange in private inventory............ 8.3 6.3 2.1 —3.0 3.8 2.4 
Gross private investment............. 20.8 21.8 17.9 12.0 21.0 20.5 
Budget deficit, or surplus (—)............_2.7 0.5 5.7 5.6 1.9 3.1 
Internal demand for saving........... 23.5 22.3 23.6 17.6 22.9 23.6 
Export balance...............0..00-.. 5.1 51 —0.8 4.0 =52 =3.8 
Total demand for gross private saving 28.5 17.2 22.8 21.6 17.8 19.7 
Peru 
Gross private investment............... 20.4 26.4 24. 
Budget deficit, or surplus (—)........... —0.1 —0.6 ri ry tie 02 
Internal demand for saving........... 20.3 25.8 25.9 23.4 23.0 24.2 
Bierce baie? 0. Akers ls... ~0.4 = —3.9 —5.5 =4,0 =2.0 
Total demand for gross private saving 20.0 eenit 21.9 17.9 22.0 e128 
Philippines 
Gross private fixed investment.......... 4.8 4.9 4.8 5.4 5.4 Def 6.4 
Change in total inventoryt.............. 1.4 1.0 1.0 1.4 2.4 2.1 1.5 
Gross private investment............. 6.2 oe) 5.8 6.8 le 7.8 7.9 
Budget deficit, or surplus (—)........... 3.2 0.9 0.5 1.2 0.7 0.9 ie 
Internal demand for saving........... 9.4 6.8 6.3 8.0 8.2 8.7 9.2 
Export balance............. Ber Sota 0.8 =e Si 14 =D A =1.G 
Total demand for gross private saving 10.2 5.3 4.6 6.5 6.0 4.7 Tes 
Rhodesia and Nyasaland* 
ee | Si a a ar 53.2 65.6 58.2 43.7 38.5 41.6 
Budget deficit, or surplus (—).......... —5.4 —6.5 —11.8 —10.1 —8.4 —9.7 
Internal demand for saving........... 47.8 09.1 46.4 33.6 30.1 31.9 
Pe Rs MINER 8 foie See ry le 2 Ws 0 o> —26.3 — 36.6 —27.9 —14.1 —6.3 =o 
Total demand for gross private saving 21.5 22.0 19.0 19.4, 23.8 26.5 
Turkey‘ 
A ao rere 11.3 15.6 17.9 17.0 16.4 165 
Budget deficit, or surplus (—).......... 2.2 27, 0.6 —0.6 —0.8 0.1 
Internal demand for saving........... 13.5 18.3 18.5 16.4 15.6 16.6 
Meport DOIAe. ees da seis es a's 8 2 oe —0.8 —2.1 —4.0 2.9 =o. —3.0 
Total demand for gross private saving 12.7 16.2 14.5 13.5 3 13.6 
Union of South Africa 
Gross private fixed investment.......... 15.6 18.3 21.0 19:2 197 18.7 16.3 
Change in private inventory............ —2.5 8.1 =a m= 2.0 17 3.3 Lz 
Gross private investment............. ZA 26.4 15.3 16.7 21.4 22.0 18.0 
Budget deficit, or surplus iV Soe ber tee Hers 5.8 6.5 8.7 8.9 Hall 5.8 6.9 
Internal demand for saving........... 18.9 32,9 24.0 20. 28.5 27.8 24.9 
Prenton’, balance yc 2 bS sine eee panne —0.9 —10.5 =6.2 —9.2 =3.0) 3.2 —0.9 
Total demand for gross private saving 18. 22.4 17.6 20.4 25.6 24.5 24.0 


Source: Statistical Office of the United Nations, Bureau of 
Economic Affairs and national sources. Components of demand 
for gross private saving may not add up to total because of 
rounding. 

Gross private income after tax is defined as gross national 
expenditure less current government revenue lus current 
government transfer and interest payments. It is identically 
equal to the sum of gross private fixed investment and changes 
in private inventory, the budget deficit (government deficit on 
current account plus public fixed capital and inventory forma- 
tion), the export balance and private consumption (import and 
budget surpluses being treated as negative items). 


* Fiscal year beginning 1 July. 
> Fiscal year ending 30 September. 


¢ Fiscal year beginning | April. All figures are percentages of 
net private income. 

4 Including investment of public enterprises. 

¢ Federal deficit only. 

{ Fiscal year beginning | April. 

« This component and also gross private investment include 
changes in private and public inventory. 

h Gross investment includes private and public sectors. Budget 
deficit or surplus excludes public investment. 

i Gross investment includes private and public sector. Budget 
deficit or surplus excludes public investment. Changes in total 
inventor (which includes public sector) are available only for 
1950-1953; they are 0.6, 4.5, 4.4, 3.0, respectively. Internal and 
total demand for saving include changes in total inventory only 
for 1950-1953. 
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exports and imports permitted substantial increases in 
government revenues. Since the indirect taxes which 
constitute the bulk of tax receipts in most primary pro- 
ducing countries depend in large measure on foreign 
trade activity, government incomes expanded substan- 
tially and deficits commonly declined. In some instances, 
moreover, as in Ceylon, Indonesia, Malaya and Thai- 
land, export duties were raised in order to cut down the 
profits of exporters. Reductions of public investment 
expenditure, while a less significant factor than the rise 
in indirect taxes, were also a contributing element in 
numerous cases and helped to offset the increases in 
private investment associated with the generally higher 
levels of export profits. 


In 1952 likewise, similar foreign trade experiences in 
numerous countries contributed to widespread declines 
in the demand for savings. In many cases private in- 
vestment either declined materially or absorbed an un- 
changed share of private income in 1952. In some 
instances this was attributable to the declining export 
receipts and profits associated with sharply falling 
prices of many commodities. In addition, balance of 
payments difficulties had emerged in a number of coun- 
tries in 1951 and early 1952, and had led to the impo- 
sition of direct restraints on imports and to restrictive 
credit and fiscal measures aimed at reducing pressure 
on the foreign balance. The consequence of these polli- 
cies was a reduction in investment, which was due in 
large measure to a decline in inventory accumulation ; 
the drop in the latter was also partly a reaction to the 
over-expansion of inventory accumulation in the pre- 
vious year. 


While these external factors brought about a high 
degree of uniformity in experience in 1951, and a 
lessened, but still considerable similarity in 1952, the 
period as a whole was characterized by considerable 
diversity of national experience. 


The fiscal activities of governments constituted a 
major determinant of the demand for savings and, 
thereby, of price movements. While government ex- 
penditure and revenue often changed in response to 
essentially short-term influences, in particular to flue- 
tuations in tax yields from changing levels of foreign 
trade, the presence of fairly general trend factors is 
suggested by certain broad similarities in the behaviour 
of the budget deficit. For the most part governments of 
primary producing countries did not succeed in raising 
their revenues sufficiently to cover their expenditures. 
While the direct effect of increases in the deficit upon 
the demand for savings was at times considerable, the 
impact of deficits upon the level of prices went beyond 
this. The increase in money supply associated with 
deficits, financed by bank borrowing, increased’ the 
liquidity of the community and this increase in liquidity 
generated secondary increases in the money flow of 
expenditure on goods and services. 


As shown in table 20, while the relative size of deficits 


differed considerably from country to country, there 
was little variation in the frequency with which deficits 
were experienced; most governments showed deficits 
repeatedly and some in every year without exception. 
The persistent tendency towards deficits reflected the 
broadened role of governments in accelerating the rate 
of economic growth, providing social services, altering 
the distribution of income and wealth, and, in general, 
determining the allocation of resources. 


Both current and investment expenditure of govern- 
ments frequently exhibited rising trends. The increase 
in public capital formation was especially marked in 
Burma, Colombia, Ecuador, Ghana, India and Turkey, 
as the result of government efforts to speed up the rate 
of economic growth. In India, for example, with the 
intensification of investment activities under the second 
five-year plan, the deficit rose rapidly in 1956 and 1957 
and became the most important single inflationary 
factor. 


Private investment was stimulated by growing re- 
quirements for working stocks, for residential and in- 
dustrial facilities, transportation equipment and other 
capital goods. Increases in the level of investment in 
many Latin American countries were favoured by rising 
export receipts, rapid growth in income and the growing 
consumer market which was in part the consequence of 
rapid urbanization. The same influences stimulated 
higher investment levels in Australia and New Zealand; 
in these countries, another factor of considerable im- 
portance was the large influx of European immigrants 
and their requirements for housing and other facilities. 


To a considerable degree, the extent to which private 
investment expanded was determined by the direction 
of government policy. Governments sought to promote 
investment in order to stimulate economic-activity and 
accelerate economic development. In the Asian coun- 
tries, for example, both the level and direction of private 
investment have been influenced considerably by active 
efforts of governments to accelerate capital formation. 
Moreover, in many countries, central banks appear to 
have pursued a generally liberal credit policy in order 
to facilitate investment. Although it is true that, in 
varying degrees, both domestic savings and foreign capi- 
tal facilitated investment, bank credit was widely used 
in long-term financing of private investment activities. 


It is not surprising, in view of its importance in de- 
termining income, expenditure, and supply availabilities 
in the primary producing countries, that the balance of 
payments was also a significant factor underlying the 
intermittent swelling and subsiding of private invest- 
ment. In 1951, for example, a year of rapidly rising 
export incomes in primary producing countries, in- 
creases in the ratio of investment to income were more 
common than at any other time during the period. 


Inventory investment likewise responded to both in- 
ternal and external influences. Occasionally, a rise in 
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inventories resulted from exceptionally high production 
or a weakening in demand. In other cases, it reflected 
speculative influences, as fairly generally in 1951, or an 
improvement in investment prospects, as in the case of 
Mexico in 1954, Inventory investment was frequently 
affected by a country’s balance of payments position. 
The link between import controls and inventory change 
has been a strong one in a number of countries. A not- 
able example was provided by the experience of the 
Union of South Africa, where the sharply rising ratio of 
inventory investment to income in 195] was facilitated 
by relaxation of import controls. With the tightening 
of import controls in 1953, imports, especially of tex- 
tiles, declined markedly, and a large depletion of in- 
ventories took place. This pattern was again repeated in 


1954 and 1955. 


In addition to these indirect influences, changes in the 
external balance have also directly determined changes 
in the demand for savings. On the whole, increases in 
the external balance contributed to inflationary pressure 
through intermittent, rather than sustained, advances. 
There were, however, a few countries such as Rhodesia 
and Nyasaland, in which the external balance as a pro- 
portion of gross private income rose in most years, as 
well as a few such as Argentina and Chile, in which it 
generally declined. 


In a world setting of rising levels of consumption and 
industrial production, trade in foodstuffs and industrial 
raw materials generally expanded. Of course, demand 
grew at various rates for different commodities, and this 
was an important factor underlying the export experi- 
ence of individual countries within this generally 
favourable environment. Between 1950 and 1955, for 
example, while the volume of world fuel exports ex- 
panded by about 80 per cent, increases of less than 
10 per cent took place in such groups as agricultural 
raw materials, beverages, and food, oils and tobacco.* 
There were also considerable variations in prices of 
primary products. Thus, during the recent boom in 
industrial countries the rise in the prices of primary 
products was concentrated mainly in minerals, while 
prices of agricultural raw materials rose only slightly, 
and prices of foodstuffs, after a sharp and temporary 
increase in 1954 occasioned by shortages of beverages, 
remained weak. _ 


Export earnings in domestic currency were also 
affected by exchange rate policy. In a number of coun- 
tries, upward adjustments of the exchange rate were 
granted to exporters during the period. In Colombia, 
for example, although the rate applied to coffee exports 
continued to be a penalty rate, a number of upward 
adjustments were made after 1951, so that the substan- 
tial increases in export earnings which occurred in those 
years resulted in more than proportionate increases in 
exporters’ income. In Brazil, devaluation of both the 


4See World Economic Survey, 1956 (sales number: 1957.1L.- 
C.1), page 103. 


export and import rates followed the introduction of 
multiple rates in 1953; however, since the import rate 
was devalued to a greater extent, the net effect on the 
economy was deflationary. 


Changes in levels of domestic income and economic 
activity were an important underlying determinant of 
the demand for imports. Rising demand for consumer 
goods, expansion of capital facilities and increased re- 
quirements for industrial raw materials on the part of 
domestic industry provided stimuli to higher levels of 
imports. Similarly, falling income levels and the com- 
pletion or downward revision of investment pro- 
grammes were among the factors occasionally depress- 
ing imports. 


The extent to which import demand of individual 
countries was in fact realized depended mainly upon 
their capacity to import. Among the countries studied, 
there were sharply differing changes in capacity to 
import, as measured by the import value of foreign 
exchange receipts. Some showed marked increases in 
their ability to finance imports out of export earnings, 
but for many, developments were not very favourable 
during the nineteen fifties. Iraq, Israel, New Zealand, 
Mexico, Peru, Philippines, Union of South Africa, and 
Venezuela experienced rather steady and substantial 
increases, which from 1950 to 1956 totalled from 20 to 
some 200 per cent, and which in every case resulted 
more from increases in the volume of exports than from 
favourable shifts in the terms of trade. A few other 
countries showed small over-all increases in the capacity 
to import during the period, but over one-third experi- 
enced a decline after 1950, While the volume of exports 
fell in several of the countries in this latter group, in 
every case the major part of the decline was due to un- 
favourable movements in the terms of trade. In this 
connexion it should be borne in mind, however, that 
1950 reflected to a considerable degree the raw mate- 
rials price boom of the Korean conflict, so that for many 
countries the terms of trade were very favourable in the 
year which is here used as a base. The over-all decline 
was particularly severe in Argentina, Egypt, and Pakis- 
tan, amounting to 30 per cent or more in each case; and 
while import capacity remained approximately steady 
in Egypt since 1952, in both Argentina and Pakistan the 
decline continued through 1956. 


EXCESS SECTORAL DEMAND 


Frequently, it has been an excess of demand for spe- 
cific commodities, rather than aggregate-excess demand, 
which has been the primary cause of inflation. The in- 
sufficient adaptation of supply of certain commodities 
to the corresponding growth in demand has had, at 
times, wide inflationary repercussions throughout the 
economy. 

Of the various consumer goods, it is the supply of 


foodstuffs which has proven -to-be most inflexible im-the 
primary producing countries; and this inflexibility has 
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acquired special significance in their inflationary ex- 
perience. Where income levels are low, an important 
part of any increase in personal incomes is spent on 
food; and if supplies are inadequate, prices rise more or 
less sharply. Higher food prices, since they substantially 
affect the cost of living, lead to wage demands, and in 
this way, a wage-cost spiral may start. It has, in fact, 
been a common characteristic of the post-war inflation- 
ary experience of these countries that food prices have 
been a dominant element in the advance of their cost of 
living indices. While this imbalance in output has com- 
monly manifested itself in countries undergoing rapid 
growth, such countries as Argentina, Bolivia and Chile 
provide evidence that it has sometimes also existed along 
with a relatively stagnant total output. 


The extent to which food supplies have lagged behind 
demand is suggested by the fact that in almost all 
primary producing countries food prices rose relative 
to other components in the period between the pre-war 
years and 1950-1951 (see table 21). Between 1950-1951 
and 1955-1956, moreover, a further rise in the ratio of 
food prices to other prices occurred in a majority of 
countries; most of the countries which experienced a 
relatively high degree of inflation were in this group.° 


Among the factors influencing the demand for food 
has been the increasing urbanization of many primary 
producing countries in recent years. The growth of 
urban communities and, at the same time, a relative 
decline in agricultural labour force, have proceeded 
with great rapidity in Latin America, in Australia, 
New Zealand and the Union of South Africa, and in 
Egypt and Turkey; in the Asian countries, however, 
the proportions of rural and urban populations have 
in general changed less rapidly. 


In Latin America as a whole, the growth of the urban 
populace between 1950 and 1955 accounted for some 
60 per cent of the increase in total population, and for 
the same period the rate of growth of urban communi- 
ties was double that of the rural population.® In Egypt, 
the urban populace has grown steadily in relative im- 
portance for many years, and is now about one-third of 
the total. In Turkey, the movement to urban areas ap- 
pears not to have begun until after 1950, but since then, 
slightly over half the total population increase has been 
accounted for by urban growth, even though the urban 
populace was only 25 per cent of the total in 1950. 


* Changes in the relationship of food prices to other prices 
are, of course, only an imperfect indication of the presence or 
absence of a bottleneck in food supplies. Increases in the food 
price ratio, for example, have sometimes reflected a removal of 
price controls on foodstuffs or a withdrawal of subsidies: some 
part of the advance in food prices in Australia and New Zealand 
may be ascribable to this reason. On the other hand, where 
food prices have risen less than the cost of living as a whole, 
governmental measures to stabilize food prices have, in one or 
two instances, partly accounted for the lag; in Israel, for ex- 
ample, the importation of foodstuffs at a favourable exchange 
rate moderated the advance in food prices. 
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Table 21. Indices of Food Prices in Relation to 
Cost of Living Index, Pre-war, 1950-1951 and 1955— 
1956: Selected Countries* 


pS 


1955-1956 1950-1951 eee 
same re-war re-war 

Country ey ne oe 100) = 100) 
Boliviasee eer oe eee 126 122, 153 
Brazile sass ec ee 116 101 iy 
Atistraliattere.eeeeee as 105 119 
Urusuayore. ic 6. eee: U2 102 iis 
Union of South Africa... 108 108 ile 
Chiles ae cee eee 108 97 105 
INGwaealamcl se einer 108 108 116 
Pertenece eee 107 aS p23} 
Lr aey 9 hy. cul otal tora ees 104 108 113 
Istaclh: eee 104. ial 115 
Esvit ee Cee 104 3; Laz 
eee St ye ee 103 125 128 
[Lebamouerias eee eee 103 119 122 
Mextcove 20 see tee 102 95 97 
GostarRicaaes ane eee 101 95 96 
Cevlow etter ee 100 111 ne 
Philippines: 2 2..s6 24 e008 100 100 
(Colombiah a3 ae eee 99 109 108 
nidiate ea eee ee 98 102 100 
Treaties ee ee ee 98 99 97 
‘iailanid eee eee 98 150 147 
IRIN INIES 5 oboe cig ALE! 107 105 
Burmanaoe haere eee O7 120 116 
Turkey tose asec as 96 124 119 


Source: Statistical Office of the United Nations, Statistical 
Yearbook and Monthly Bulletin of Statistics. In descending order, 
based on the relative food price change between 1950-1951 and 
1955-1956. 

* Pre-war refers to the average of 1937-1938, or to the years 
nearest to 1937-1938 for which data are available. 


Australia, New Zealand, and the Union of South 
Africa appear to have reached the stage where even in 
absolute terms the total in agriculture is declining. 
In Australia (to 1954) and New Zealand (to 1956) 
labour force data show a decline since the nineteen 
thirties in the agricultural labour force,’ and while such 
figures are not available for the Union of South Africa, 
census data indicate that the entire population increase 
from 1946 to 1951 was accounted for by an increase in 
the urban populace. 


The significance of these shifting structural settings 
from the point of view of inflation is that they imply 
shifting demand patterns. With substantial urbanization 
in progress there may be a sharp increase in the demand 
for marketed food, and, unless urban supplies increase, 
considerable advances in the price of foodstuffs may 
ensue. 


As for food availability, the picture seems clear: over 
the past two decades per capita food supplies have de- 
teriorated or shown only slight improvement in many 
countries; only a few have enjoyed a substantial 


* Although most of the decline in Australia had taken pl 
by 1947, it continued, though more gradually, through 1954. ine 
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increase (see table 22). It is true that since 1950 per 
capita availabilities of food have risen in the majority 
of countries, and quite substantially in some.’ In no 
country during the period between 1950 and 1956 was 
there a steady or substantial decline, and in half the 
countries for which data are available per capita avail- 
abilities rose from 5 to 10 per cent. In most countries, 


Table 22. Per Capita Food Availabilities, Selected 


Countries 
(1934-1938 = 100) 


Country 1950-1951 1955-1956 
sinstiland.<eees cee re Oe Li2 127 
Union of South Africa.......... 118 124 
Golombiaer.< 4... <<. ocsus w care « 130 123 
(|e rai tea teateos toga SUR see alae Sen 114 118 
MUTIAPNOR I S6t, K cies ck wae ks 109 115 
[MUGS SRT ce, 5 pet ae aie aa ee 108 114 
PON Gt one ss a staat Shs <3 102 114 
OO aS ae 101 lil 
BEART hai i ee 99 109 
OE ee ee ee 100 108 
IE: «= See 103 107 
peel KHE@STA. od a6 ro siete, wx sipinas o> 93 101 
relent e CIS. s Suis 84. 95 
“EDLSTS ET ee 93 92 
See E NETH. WH Ps ol nis AS vig e's 91 88 
ee eee 82 88 
“aE aS See ee 90 88 
RSM ie Sa gs oon Se = % 83 84 


Source: United Nations Bureau of Economic Affairs. In 
descending order, based on the 1955-1956 index. Food availa- 
bilities were estimated on the basis of the index of food pro- 
duction of the Food and Agriculture Organization of the United 
Nations, adjusted to take account of exports and imports of 
important food items. In making these adjustments, the FAO 
weights used to construct the production index were utilized 
(Food and Agriculture Organization of the United Nations, 
“Progress Report’, Rome, November 1950). For Burma, Cey- 
lon, Cuba, Egypt, India, Indonesia, Malaya, Mexico, Pakistan, 
Philippines, Thailand and Turkey, figures refer to crop years 
1950/51 and 1956/57. 
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this improvement in per capita food supplies was mainly 
the result of expansion of domestic production. 


However, when a comparison is made with the period 
from pre-war to 1950-1951, it is clear that of those 
countries for which estimates can be made, substantial 
increases were achieved in only six cases. Nearly half 
experienced significant declines in per capita availa- 
bilities and in several instances these ranged from 10 to 
20 per cent. The result is that throughout the post-war 
period per capita food supplies in many countries have 
been below those which prevailed during 1934-1938. 
In 1955-1956, these supplies remained below pre-war 
levels in six of the eighteen countries shown. It is pri- 
marily the Latin American countries where increases 
have been achieved, while the Asian countries for the 
most part have experienced a general decline in food 
supplies. 


Further, in view of the rapid urbanization in process 
in many of these countries, it is not even sufficient to 
achieve an over-all increase in supplies; marketing pat- 
terns must be altered so that a larger part of the total is 
transferred to the urban communities. In countries 
where, to varying degrees, agriculture is organized on 
the basis of self-sufficiency rather than oriented in rela- 
tion to the market, this is apt to be difficult to achieve. 
The significance of this point is illustrated by the expe- 
rience of the Latin American countries. Although per 
capita availabilities have generally increased, the urba- 
nization process has also been rapid; as a consequence 
some of the largest increases in relative food prices 
have occurred in this region. 


Significant though increases in food prices are in 
themselves, their inflationary effects extend beyond their 
direct impact upon the cost of living. As is brought out 
below, food shortages in many instances have consti- 
tuted an important link in the mechanism of wage-cost 
inflation. 


Factors in the Price Spiral 


COST PRESSURES 


Excess aggregate or sectoral demand, though of major 
importance, does not wholly explain the different de- 
grees of price inflation which the individual primary 
producing countries have undergone. The differences 
amongst these countries in the structure of their econo- 
mies and in their institutions have also, in affecting the 
role of costs, considerably modified their inflationary 
experience. The part played by import costs, wage costs 
and indirect taxes net of subsidies in shaping the course 
of prices, though often related closely to the develop- 


8 There have been large year-to-year fluctuations in some cases, 
but too much weight cannot be given these shifts. It has not been 
possible to incorporate stock changes into the estimates, so that 
fluctuations in consumption may well have been less than year- 
to-year figures would show. 


ments in demand, has also been determined by the dis- 
tinctive structural and institutional differences existing 
amongst countries. 


Import costs and indirect taxes 


One structural difference that has clearly affected the 
role of costs in the inflationary experience of these 
countries has been the proportion that imported com- 
modities bear to total domestic supplies of goods and 
services. As is well known, this proportion varies widely 
amongst the primary producing countries. In India and 
Pakistan, for example, imports have constituted about 
5 per cent of total real product in recent years, whereas 
in Ceylon and the Union of South Africa they have 
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amounted to about 25 per cent or more.® Obviously, the 
domestic level of prices is likely to be more sensitive to 
an advance in the price of imported commodities in the 
latter countries than in the former. In the Union of 
South Africa, for example, the marked advance in 
import prices during the Korean boom period was asso- 
ciated with a substantial increase in the cost of living 
(see table 23). In India, on the other hand, though im- 
port prices also rose strongly, domestic prices remained 
stable. Of course, the effect of an advance in import 
costs upon the domestic price level may be obscured by 
the simultaneous effect of other factors. In Ceylon, for 
example, despite the large proportion of imported com- 
modities to total domestic supplies, the advance in im- 
port prices during the Korean boom period was not 
associated with any marked rise in domestic prices, since 
foodstuffs were heavily subsidised.*° 


In most countries, rising import costs were of con- 
siderable importance during the period from 1950 to 
1952 when a marked advance in the export prices of 
industrial countries occurred (see table 23). In the 
years since 1953, import prices of a number of countries 
have been stable, or have even declined, and such in- 
creases in their domestic costs as have taken place have 
been due to other causes. It will be noted, however, that 
in some Latin American countries, as well as in Indo- 
nesia and Turkey, import prices have continued to rise 
appreciably. This has reflected not so much rising 
foreign prices of imports as the effect of exchange de- 
preciation upon the local price of imports. Depreciation 
of the exchange rate in some countries as against its 
stability elsewhere, has greatly magnified the diversity 
of increases in import costs which the various countries 
have experienced. In countries where the exchange rate 


Table 23. Change in Cost of Living, Wages,* Import Prices and Indirect Taxes Less Subsidies,” 
Selected Countries 


(Percentage) 
Annual average Annual average 
1950-1952 1953-1956¢ 
Cost of Wage Import Rate of net Cost of Wage Import Rate of net 
Country living earnings prices indirect taxes living earnings prices indirect taxes 
LAGS Cat eel gaa or care 44. 28 59 40 9 15 6 9 
Brazil@eomen wens ene ce 16 14 18 eve 24 46 of Rte 
(Chileseepperisccetic otek tants 26 7all 32 29 72 28 34 80 
Colombiagenye cnet es 3 —] lah 14 9 9 26 
IMexi COM Retr arr 15 8 10 16 11 Ls rAl —6 
Ceylon acta swe amet a 4 7 14 14 — nar — 15 
ey Dt et Aine Se dc So a, 4 10 18 4 =4 9 —4 —13 
inidigere emer eee cae it 8 12. —4 —5 3 —? 9 
Israel gee neers meet rie 5) 46 or Lae 9 vA 39 vine 
Bhiluppines ena. 1 ae 6 —=32 — 1 —1 —3 
DUC yey vectireie dares 2 4 uM =—t 10 ll 4 10 
Auistraliate simensemeeaeeete:. 21 21 1] 23 5 ¥( 1 4 
INewaealanidleen ee een ne 10 8 14 4 4 4 1 6 
Union of South Africa.... 9 Od Ly —3 5 ] 8 


Source: Statistical Office of the United Nations, Monthly Bulle- 
letin of Statistics and Statistics of National Income and Expendi- 
ture, Series 4, No. 10; International Labour Office, Yearbook of 
Labour Statistics, 1957 (Geneva). 

® Karnings in manufacturing except for Brazil, Ceylon, Colom- 
bia, Egypt, Turkey and the Union of South Africa, where general 
wage level data are used. 


has been devalued, the depreciation has not, of course, 
been an independent cause of the advance in import 
costs but has reflected the adjustment of the exchange 
rate to a previous rise in the domestic level of prices. 
{t would be erroneous, then, to ascribe underlying 


° For a detailed review of the share of imports, see United 
Nations, World Economic Survey, 1956 (sales number: 1957.11.- 
C.1), pages 117 to 122. 


*° A further complication that arises in comparing import 
costs with the cost of living is that, since a large proportion of 
the imports of primary producing countries consists of capital 
equipment, an advance in import costs occasioned by prices of 
capital equipment may not be directly reflected in the cost of 
living index. 


> This refers to indirect taxes less subsidies per unit of rea 
national product. 

° For Argentina, India, Mexico, Turkey and Union of Southl 
Africa, data refer to annual average changes from 1953 to 1955; 
for Chile, Colombia and Egypt, to the change from 1953 to 
1954 only. 

d Wage rates. 


causal significance in the inflation of domestic prices to 
a rise in import costs that has, in itself, been indirectly 
a consequence of this inflation. It is none the less clear 
that, in any analysis of the events in particular years 
which have contributed to the advance in domestic 
prices, account must be taken of changes in the exchange 
rate; government policy, in determining whether the 
exchange rate is to be held stable or devalued, may 
considerably modify the relationship between import 
costs and domestic prices from year to year, 


Another aspect of government policy affecting the 
movement of prices in primary producing countries has 
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been change in the rate of indirect taxation and in sub- 
sidies. In a few countries, net indirect taxes per unit of 
output have risen at about the same rate as domestic 
prices in the years since 1950 (see table 23). In Argen- 
tina, for example, the rate of indirect taxes net of sub- 
sidies advanced in line with prices both from 1950 to 
1952 and from 1953 to 1956. In most countries, how- 
ever, the changes in net indirect taxes have either con- 
tributed to raise the level of domestic prices or, through 
increased subsidies, have tended to moderate the ad- 
vance in domestic prices. In a number of countries, 
during the period from 1950 to 1952, increases in sub- 
sidies relative to indirect taxes tended to restrain the 
advance in domestic prices. In Ceylon, for example, 
large food subsidies were important in countering the 
influence of the rise in import costs, noted earlier, upon 
domestic prices. In most countries, since 1953, the rate 
of net indirect taxes, however, has more often con- 
tributed to raise domestic prices. 


Wage costs 


In a manner similar to import costs, the role which 
wage costs** have played in modifying the inflationary 
experience of individual primary producing countries 
has, in part, depended simply upon the proportion 
which they bear to total costs per unit of total output. 
Obviously, in a predominantly agricultural economy, 
where farm incomes constitute the major component in 
the price of each unit of total output, a rise in wage 
costs will have less effect upon the average level of 
prices than in a country where labour income is the 
principal component. In Peru, for example, where 
,abour income is about 38 per cent of national income, 
a given increase in wage costs will, in itself, have less 
effect upon final price per unit of total output than in 
Australia, where labour income in recent years has been 
more than 60 per cent (see table 24). And, were data on 
labour’s share of national income available for all 
countries, even more striking contrasts would undoubt- 
edly emerge. But, in addition to this simple structural 
consideration, the proportion of wage costs also acquires 
importance from the fact that, unlike other costs, wage 
costs tend to be inflexible in the downward direction. 
While wages may lag behind an increase in prices and 
other costs, induced, say, by the emergence of excess 
demand, they will, once having been adjusted upward, 
tend to remain at their higher level. They thus stand in 
contrast to other factor incomes, such as profits, which 
tend to contract when demand subsides. It is, in fact, 
largely through wage costs that temporary increases in 
prices and other costs tend to become permanently em- 
bedded in the domestic price and cost structure. 


111n this discussion, explicit account is not generally taken 
of the effect of changes in productivity per man hour upon wage 
costs, since such data are not usually available. However, in most 
of the countries mentioned, the increases in wages have been 
of such a magnitude as to be the predominating determinant of 
changes in wage costs. 
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Table 24. Share of Labour in National Income, 
Selected Countries 


(Percentage) 
ieee ee eee 
Country 1950 1955 

EEO IRE Eee eee 61 98 

TREATS Fe ag Oe Ae | ae cg CR 43 42 
ROG een eee re ee et 45 46> 
Colombes eee es 50 46 
Perera ene lt 38 
ASEBEl To Cee Lar ee ele 60” 
Philipomest) “f0eur aha ot tas 43 42 
A Us tralia S cmeannrery cee: Pear eeanas 50 62 
INGW Gealand®, ae acter ee 47 o7 


Source: Statistical Office of the United Nations. 

* Excluding compensation of agricultural employees. 
> 1954. 

° Fiscal year beginning 1 July. 

4 Fiscal year beginning 1 April. 


The role of wages in the inflationary process, how- 
ever, has been determined not only by the proportion of 
wage costs to the total, but also by the nature and 
extent of the institutions through which wage earners 
may seek to protect or improve their levels of living. 
In some countries such institutions have been developed 
only in certain industries or areas, while in others, wage 
earners throughout the economy are closely bound to- 
gether by extensive trade union or political organiza- 
tion. In the former countries the efforts of labour in the 
organized sectors to raise their level of wages, whether 
in compensation for losses in real wages or to secure 
gains in real wages, have not necessarily been associated 
with corresponding action on the part of labour in other 
sectors. In the latter countries, by contrast, the exten- 
siveness of labour organization has, through the com- 
petitive action of unions in the various sectors or 
through their co-ordinated action at the national level, 
resulted in a tendency for wages to rise more or less 
proportionately in all sectors. Thus, in the former 
countries, the effect upon the general level of wages of 
an advance in rates in certain sectors—say, in response 
to a rise in the cost of living—has been limited by the 
fact that similar increases have not taken place concur- 
rently in other sectors. In the latter countries, however, 
wages in the various sectors have been more closely 
interrelated and action to raise wages in one sector has 
either spread quickly to other sectors or has taken place 
concurrently with similar action in other sectors; the 
whole structure of wages has thus tended to rise, with 
consequently greater effects upon the general wage-cost 
level. 


Some indication of these institutional differences is 
provided by a comparison among countries of the extent 
to which the annual changes in wages in the various 
branches of manufacturing have been similar or dis- 
similar. For the limited number of countries for which 
such data are available, it is evident that the annual 
changes in wages which have taken place in the various 
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branches of manufacturing since 1950 have corre- 
sponded much more closely to each other in some coun- 
tries than in others (see table 25). Of the countries 
studied, wage increases in the different branches of 
manufacturing were more closely alike in Australia, 
New Zealand, Argentina and Chile than in Colombia, 
Mexico and Peru. In the former countries, institutions 
concerned with wage determination have clearly been 
extensively developed and, much more than in the latter 
countries, a wage increase in one branch of manufac- 
turing has tended to evoke corresponding increases in 
other branches or has taken place as part of an adjust- 
ment in wages common to all branches. 

Of the various institutional arrangements in primary 
producing countries which have tended to bring about 
conformity in the movement of wages in the different 
branches of manufacturing,”® the most important has 

2 Tt is also interesting to note that wages in other sectors of 


production have moved more closely in line with manufacturing 
wages since 1950 in some countries than in others. In Australia 


generally been the linking of wages to prices. Through 
the operation of such links in a period of price inflation, 
wages have tended to rise concurrently in all branches. 
In Argentina and Chile, for example, where wages have 
been more or less formally linked to prices, the con- 
formity in the movement of wages within the various 
branches of manufacturing has, in large measure, re- 
flected the rapid inflation of prices which these countries 
have experienced. In a sense it may be said that the 
relatively narrow dispersion of the increases in manu- 


and New Zealand, wages in such branches of production as 
agriculture, mining, construction and transport moved closely 
in line with the changes in wages paid in manufacturing. 
Similarly, in Argentina, wages in mining and services corre- 
sponded closely in their movement to manufacturing wages. 
In Colombia and Peru, on the other hand, wages in such 
branches as agriculture, mining, transport, construction and 
services showed some tendency to rise relative to manufacturing 
wages; and in Mexico, agricultural wages similarly underwent 
a relative increase. In Chile, daily earnings in both agriculture 
and copper mining increased more sharply than daily earnings 
in manufacturing between 1950 and 1953. 


Table 25. Wages in Manufacturing Industries: Average Change and Dispersion of 
Changes,* Selected Countries 
(Percentage change from preceding year) 
Country and item 1951 1952 1953 1954 1955 1956 
Argentina 
AVvetave change. insane. eee ean 23.9 24.0 9.4 17.0 11.2 15.5 
Dispersion er changes yn sea « 9.3 3.0 4.0 4.1] 3.9 8.6 
Relative dispersion of changes... 39 23 43 24 31 55 
Chile 
Myerage Cnaure. i ace eee 31.8 42.1 83.4 
Dispersion of changes.......... 12.4 12.6 30.4 
Relative dispersion of changes... 39 3 36 
Colombia 
EANie Page eC ane a eee yy me arte eae. 6.9 =e 2.0 4.0 
Dispersion of changes:...-.)... 6.8 14.2 13.5 9.4 
Relative dispersion of changes... 99 : 75 135 
Mexico 
AVeLage Change. vy.) elo 2a sis 10.1 2 9.8 8.8 14.1] 6.9 
Dispersion of changes.......... 10.6 1 10.8 10.5 8.4 8.7 
Relative dispersion of changes... 105 110 119 60 126 
Peru 
AVerage ChaNBe: vaye ecu oan: 8.2 3 12.0 10.9 
Dispersion of changes.......... 7.3 5 12.3 (ee 
Relative dispersion of changes... 211 103 162 
Australia» 
Averdgerchdnge’, (gykieee emer es 23.4 8.8 5.0 2.9 
Dispersion of changes.......... oi 2.8 1.8 Zo 
Relative dispersion of changes 16 36 36 
New Zealande 
Average CHANG .4 aici buen a Al 8.7 8.3 6.9 
Dispersion of changes.......... 3.4 4.3 3.0 4.1 
Relative dispersion of changes... 49 42 59 


Source: International Labour Office, Yearbook of 
Labour Statistics, 1957 and national publications. 


Number of industries and type of wage data for 
each country: Argentina: sixteen industries, 
mouthly earnings; Chile: twenty industries, daily 
earnings; Colombia: eleven industries, daily earn- 
ings; Mexico: seventeen industries, monthly earn- 
ings; Peru: sixteen industries, daily earnings; Aus- 


tralia: fifteen industries, annual earnings; New 
Zealand: twenty industries, annual earnings. 

* The dispersion of changes is measured by the 
standard deviation of the percentage changes of 
wages in each industry from the average change 
for all industries. The relative dispersion of changes 
is measured by the coefficient oF variation. 

» Fiscal year beginning 1 July. 

° Fiscal year beginning 1 April. 
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facturing wages evident in these two countries has 
merely been an indirect measure of their rapid price 
inflation. But it is also true that price inflation has 
fostered the introduction or extension of wage-price 
links and that, in the absence of the institutional ar- 
rangements which have thus been developed, the disper- 
sion of the increases in wages would have been greater. 
In Australia and New Zealand wages and prices have 
also been more or less closely linked. In Australia a 
formal link was enforced at the federal level up to 1953 
and, while it was thereafter discontinued by the Com- 
monwealth, some states in the country have continued 
to apply it. In New Zealand, the link has been less 
formal, but prices have none the less been a major 
consideration in the national determination of wage 
awards. In Colombia, Mexico and Peru, on the other 
hand, close wage-price links have apparently been 
absent or have been confined to a limited number of 
industries.** Amongst other countries not studied above, 
in which wage-price links have been of major im- 
portance in the determination of wages, are Bolivia and 
Israel. 


These differences amongst countries in the nature and 
extent of the institutions concerned with wage determi- 
nation, which have been illustrated above, have con- 
siderably modified the role of wage costs in the infla- 
tionary experience of each country. Though the forces 
impinging upon these institutions in the various coun- 
tries have often been similar, the institutional differ- 
ences amongst countries have modified the final effects 
of these forces upon wage costs and prices. 


In general, the effects upon wage costs of these differ- 
ences in the institutional systems of countries have been 
brought into play by economic events outside the insti- 
tutional system itself. There have been a few special 
instances, however, where the forces raising wage costs 
have come from within the institutional system. A case 
in point is Argentina, where, during the early post-war 
years, an aim of governmental policy was the redistribu- 
tion of income in favour of labour; large increases in 
money wages were decreed and labour’s.share-of-na- 
tional income, in fact, rose from 48 per cent in 1947.to 
59 per cent in 1949. Again, in some countries where both 
wages and prices have continuously advanced at a very 
high rate, adjustments in wages have come to include a 
large element of compensation, not merely for past but 
also for expected increases in prices. The wage-price 
spiral has thus acquired a momentum of its own, though 
its pace has sometimes been accelerated, sometimes de- 
celerated, by the influence of other economic events. 
Apart from such special instances, however, it is broadly 


131t is possible that the relatively wide dispersion of wage 
changes in these countries might also be the result of a long- 
term tendency for wage differentials to narrow as their economies 
become more developed and integrated. But an examination of 
the changes in wages among industries does not suggest that the 
dispersions have been significantly influenced by this factor in 
the short period under review. 


true that increases in wage costs in primary producing 
countries have been initiated by forces outside the 
system of wage determination itself, 


Probably the most important single factor impinging 
upon the wage structures of primary producing coun- 
tries and inducing increases in wage costs has been 
excess demand; but it is important to realize that the 
process whereby it has affected wages in these countries 
has not been identical in manner to that in the industrial 
countries. In the latter countries a situation of excess 
demand has tended to raise wages through two channels. 
On the one hand, since excess demand for final goods 
and services has also implied excess demand for labour, 
wages have been drawn up by the competition of em- 
ployers for scarce labour; and on the other hand, since 
excess demand raises prices, wage earners have sought 
to protect their level of living by securing increases in 
remuneration. But in the primary producing countries 
it has been mainly through the latter channel that excess 
demand has impinged upon wages. While demand- 
induced wage increases have occurred in some advanced 
primary producing countries, as, for example, Australia 
and New Zealand, where acute labour shortages have 
been experienced in most post-war years, in most pri- 
mary producing countries there exists a wide-spread and 
persistent problem of open or disguised unemployment; 
and, generally, it has been the scarcity of capital equip- 
ment, together with the lack of managerial and technical 
skills, and not a scarcity of labour, which has restricted 
output. 


While, in the primary producing countries, however, 
the effect of excess demand upon wages operates mainly 
through one, and not two, channels, this does not neces- 
sarily render wages in these countries any less sensitive 
to an expansion in demand. For though the supply of 
labour may be responsive to an expansion in demand, 
the supply of consumer goods tends to be inflexible; 
in other words, though wages are insensitive to an in- 
crease in demand for labour, prices are highly sensitive 
to an increase in demand for final goods and services. 
Typically, in the primary producing countries as in 
industrial countries, a rise in investment expenditure 
has, through raising incomes and employment, increased 
the demand for consumer goods. As a result of inflexi- 
bility in the production of foodstuffs, the rise in output 
and employment in urban areas has not necessarily been 
accompanied by a sufficient expansion in marketable 
supplies—unless of course, an increase in imported 
foods has taken place. Consequently, the expansion in 
activity has been associated with some rise in food prices 
and a corresponding fall in real wages. This has given 
rise to compensatory increases in money wages, their 
promptitude and scale being dependent upon the nature 
and extent of the institutions concerned with wage deter- 
mination. Unless food supplies have increased in the 
meantime, however, the higher level of money wages 
has simply transmitted a further upward thrust to prices. 
In these circumstances a recovery in real wage rates may 
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not take place until the rise in incomes and employment 
in the urban areas has been reversed. 

In illustration of this mechanism it is instructive to 
note the experience of Argentina and Mexico in recent 
years. For both of these countries data on industrial 
employment are available, and these indicate that since 
1950 both countries have experienced two major cyclical 


upswings in activity when the rate of expansion in 
industrial output and employment, and hence, in urban 
incomes, has accelerated. Although output per man 
apparently increased in both countries during these 
periods of rising activity, real earnings declined, or at 
best remained stable; and a principal reason underlying 
these movements in real wages was the inflexibility in 


Table 26. Changes in Money Wages and Real Wages,* Selected Countries 


(Percentage change from corresponding period of preceding year) 


Country and item 1950 1951 1952 1953 1954 1955 1956 

Argentina 

Money wage: sieach oaeaae ae 18 28 24 9 14 11 18 

Realewase: (.4Gn .ctmanuw mente —7 —6 —10 5 10 a. 2 
Brazil 

Money Wages «nds ss dacegeing 8 m4 16 2 47 32 23 

Real ware Aer; ctu Z ee oas =—2Z Su! a3 —16 24 —10 23 
Chile 

WMOMGY WERE teu. no's oman 16 11 29 13 28 70 97 

Realiwages oireanesoracenrene 2 —10 13 —16 — 26 =z ~- 
Colombia 

Morley wae... 5 susie nike casey 33 2 —2 3 9 

Real wage ses cicw alec oensnateoint 10 —6 —l —4 ~- 
Mexico 

Money Wages cys cnccpersinntmay « 2 it 4 6 10 15 8 

Real wages is v.Giniecagie tinned) 2 =! =) 9 ) 2 3 
Peru 

MOney¥: Ware 6.14 con see ae oes 18 14 ll 28 2 4 

Real Wages sn ces s-st: os ones es 3 4 4 18 —3 —] 
Burma 

Money Ware tn cn ae eain iar: 3 3 2 

Realawase seroneh ete via os 7 5 3 
Ceylon 

OEY WAP. cee er ee eee 11 2 =o 3 

Realiwage 9 tren® ie aunt de 6 3 =i 3 

Egypt 
ONEY WARE: ie etramenisnderecho » 10 15 4 2 9 4 

Real Wastes Gisctaa.< tourer oars 4 5 4 9 14 4 
India 

MONG Y:WARGio,. «cls nots voaieta cus 3s —2 t if —_ — 6 

Realiwases- toca gaesgics «ny =a 4 8 —3 5 12 
Indonesia 

MONEY WACE anes fae ioe 6 14 10 

Real Wages sce keane Serie Meta 9 13 ~— 3 
Israel 

Money: Wages caurds ssh Sons 5 21 60 33 18 13 

BGal waged nai ter icmia atewniys 12 11 2 4 b) 7 4 
Philippines 

Monet Wane... a ictrmetane ga ictt 7 4 3 = 

Heal age < fu5,.« ce cen aise: 11 5) 4 =o 
Australia» 

Money waver ssn uw eee teat 16 23 14 

REAL WAGE2 cnn ae dan him wehen ren 5 2 2 ; e : =F 
New Zealande 

Moma yi Wai elas oc 5408 twtr ns aa 11 10 7 

Real wage ee eee 6 —2 _ ; 3 4 : 


Source: International Labour Office, Yearbook of 
Labour Statistics (Geneva), and national publi- 
cations. 

* Refers to general wage level or to wages in 
manufacturing; wages are monthly, weekly or 


daily earnings, except for Indonesia, where data 
refer to minimum rates. 


» Fiscal year beginning 1 July. 


* Fiscal year beginning 1 April. 
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supplies of foodstuffs in the face of rising aggregate 
demand. In both countries, for instance, an acceleration 
in the expansion of industrial employment and output 
occurred during the Korean boom. In Argentina, where 
a serious shortage of per capita food supplies had been 
experienced since 1949, real wages fell sharply in 1950 
and 1951 despite large increases in money wages (see 
table 26). Although a decline in industrial employment 
had set in by 1952, this coincided with a particularly 
severe contraction in per capita food supplies, and real 
wages again fell. Real wages recovered only in 1953 and 
1954, when employment remained at a relatively low 
level but per capita supplies of foodstuffs had increased. 
In Mexico high levels of industrial employment and 
output were recorded in the years between 1950 and 
1952, but again, in the face of stagnation in per capita 
food supplies, food prices rose more strongly than 
money wages and real earnings fell. Employment, how- 
ever, fell in 1953 and 1954, while in 1954 there was 
some increase in per capita food supplies. Accordingly, 
in both years, although the advance in money wages was 
more moderate than in 1950 and 195], real wages rose. 


A tendency for real wages to remain stable or to de- 
cline when urban employment rose was again evident in 
both countries during the more recent upswing in ac- 
tivity. In Mexico this was associated with an acceleration 
of the rate of increase in money wages and, at the same 
time, with a rise in food prices in urban areas. In Argen- 
tina, however, the stability of real wages was related less 
to the inflexibility in urban food supplies than to that 
characterizing the supply of other consumer goods. 


The experience of these countries illustrates the cen- 
tral role which the inflexibility in the supply of con- 
sumer goods, and particularly, urban supplies of 
foodstuffs, has played in the inflation of costs in under- 
developed countries. Where expansion in the supply of 
consumer goods has been sluggish, real wages-have-been 
particularly sensitive to changes in the level of aggre- 
gate demand; and where institutional arrangements de- 
signed to secure compensatory adjustments in. wages 
have been extensively developed, the economy has been 
especially prone to sharp increases in wage.costs. 


It is not an accident, then, that in numerous countries 
high rates of increase in wages have been associated with 
the presence of a structural imbalance in the rates of 
increase in consumer supplies and in total output. That 
a number of countries entered the present decade with 
such structural imbalance present in their economies 
has been pointed out in an earlier section. Though there 
has generally been some improvement in food supplies 
since 1950, such a structural imbalance is not readily 
corrected, and the wage-price spirals thereby en- 
gendered have persisted down to the present. 


The general importance of excess aggregate or sec- 
toral demand in generating or accelerating wage-price 
spirals should not, however, be allowed to obscure the 
fact that independent changes in cost factors have some- 


times exerted a considerable, or even a predominant, 
influence upon wages. Increases in costs of imported 
commodities and in net indirect taxes have not only 
directly affected domestic price levels, as noted above, 
but have also thereby contributed indirectly towards the 
generation or acceleration of wage-price spirals. A num- 
ber of countries have, at times, expressly utilized sub- 
sidies and price controls in order to nullify or mod- 
erate the effect of a rise in costs upon prices and wages. 
In some countries multiple exchange rates have been 
used for the same purpose; while very high rates have 
been applied to some imports, the importation of food- 
stuffs and other essential consumer goods has been 
permitted at favourable rates of exchange. Conversely, 
when preferential rates have been abandoned, when 
price controls or subsidies have been withdrawn or when 
indirect taxes have been increased, the advance in wages 
has frequently been accelerated. 


CHANGES IN MONEY SUPPLY 


Thus far the price spiral has been viewed as being 
propelled by pressures from the cost side, with both 
prices and money supply adjusting passively to changes 
in costs. Though such cost pressures have been sufficient 
in many under-developed countries, as in the industrial 
countries generally, to account for the magnitude of the 
price spiral, this has not necessarily been true for all 
the under-developed countries. Even in those in which 
cost pressures may not have played an active role in the 
price spiral, cumulative price increases may neverthe- 
less have resulted from expansion of the money supply 
in excess of the volume which the private sector was 
prepared to hold at a given level of realincome~and 
prices. In such instances, changes’in the money supply 
have been an active, rather than passive, factor in the 
price spiral, with prices and wages adjusting to changes 
in the money supply. 


In most countries, the principal factor accounting for 
increases in the money supply has been the expansion:of | 
governmental borrowing (see chart 6). As governments 
have commonly assumed a major role in the economic 
development of their countries, large budgetary deficits 
have been incurred; and these deficits have been 
financed mainly by borrowing from the banking system. 
In some countries, the primary expansion in the supply 
of money has originated, not in governmental borrow- 
ing, but in the foreign trade sector. Receipts of foreign 
exchange in excess of payments, whether because of a 
favourable balance on current account or because of 
capital inflows, have provided the basis for an expan- 
sion of the domestic supply of money. This, for example, 
has been the principal cause of the expansion of the 
money supply in Iraq and Venezuela during the period 
since 1950. In most countries, however, the foreign trade 
sector has not been of major significance in such ex- 
pansions since 1950. In fact, in a number of countries, 
notably Australia, Brazil, Cuba, Ecuador, Kgypt, India, 
the Philippines and the Union of South Africa, the 
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Chart 6. Components of Money Supply as Percentages of Total Increase, from 1950 to 1956° 
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INDONESIA IRAN ISRAEL MEXICO NEW ZEALAND 


PERU THAILAND TURKEY 
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Claims on government sector fess 
government deposits 


Claims on private sector 


V/A Foreign assets 


Source: International Monetary Fund, International Financial Statistics; and national sources. 


a Refers to assets and claims of the banking system as a whole. In the case of Colombia, claims on the government sector include 
those on the private sector. 
b From 1950 to 1955. 
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Chart 7. Index of Money Supply? and Ratio of Gross National Product to Money Supply” 
(Index, 1950 = 100) 
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2 Money supply refers to currency and deposit mone 
current and preceding year. 


b Wherever figures for gross national product were not available, those for ne 


y. Figures for each year are averages of the money supply at the end of the 


t domestic product or national income have been used. 
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change in foreign assets has exerted a contracting influ- 
ence upon the money supply. 


The proportion of the increase in money supply that 
is accounted for by governmental borrowing has gener- 
ally been substantially greater in Asian countries than 
in Latin American countries. Although, in both groups 
of countries, increases in governmental borrowing from 
the banking system—to the extent that they have not 
been offset by central bank action—have provided a base 
for the secondary expansion of credit by the commer- 
cial banks to the private sector, such a secondary expan- 
sion has generally assumed greater importance in Latin 
American countries. To a considerable extent, this has 
reflected the greater increase in the demand for working 
capital generated in these countries by the prevalence 
of wage-price spirals. But it has also reflected the larger 
role played in them by private investment. For, in under- 
developed countries generally, it must be remembered, 
the lack of organized capital markets renders the pri- 
vate sector heavily dependent upon the banking system, 
not only for short-term credit to finance current trans- 
actions, but also for loans to undertake new, fixed 
investment. 


Because of the lack of organized capital markets and 
the difficulties encountered in financing increased budg- 
etary expenditure through higher taxation, increases in 
the supply of money have been a principal means 
through which the advances in the level of government 
expenditure and of private investment expenditure have 
been financed; and increases in wages have similarly 
been financed almost entirely by this means. To a con- 
siderable extent a greater supply of money has there- 
fore been a necessary—though, of course, not a sufficient 
—condition of these increases in expenditure. But the 
significance of the additions to the supply of money in 
primary producing countries has apparently not been 
limited to the fact that they have permitted such in- 
creases in expenditure. For, while the advance in output 
would not have occurred except under the stimulus of 
these increases in expenditure, the provision of addi- 
tional supplies of money to finance them appears, in 
turn, to have induced further increases in expenditure. 
The reason for this must be sought in the relatively 
inelastic demand for liquidity, reflected in the absence 
of organized capital markets in under-developed coun- 


tries; given the ever present danger of inflation in a 
country seeking to develop rapidly, there is evidently 
little willingness to hold increases in the money supply 
in the form of idle balances or to increase holdings of 
other liquid assets. Large-scale expansion of the stock 
of money thus tends to augment the flow of total ex- 
penditure on goods and services. The unwillingness to 
accumulate money in the form of idle balances is sug- 
gested by chart 7, which shows that the income velocity 


of money has tended to remain constant even in coun-— 


tries experiencing a large expansion in the money 
supply.** It is true that a sharp fall in velocity was asso- 
ciated with the sudden increase in money supply that 
occurred in a number of countries during the Korean 
boom period, but the velocity tended to return to its 
previous value within a relatively short period of time. 


In most primary producing countries, while declines 
in the income velocity of money may have tended, over 
fairly short periods, to offset increases in the supply of 
money, it is clear that large and continuous increases in 
the supply of money have not been absorbed in idle 
balances. There has, in other words, been a limit below 
which the income velocity of money would tend not to 
fall, and increases in the supply of money, after this 
point has been reached, have tended to generate roughly 
proportionate increases in money income and expendi- 
ture. It is true that the secondary increases in expendi- 
ture which ensue from increases in the money supply 
may induce an expansion in real output and therefore 
also raise real incomes. However, since the responsive- 
ness of output to increases in demand diminishes sharply 
when productive capacity has once become fully utilized 
or supply bottlenecks in key sectors have been en- 
countered, recurrent, secondary increases in money ex- 
penditure tend to exert inflationary pressure on prices. 
In these countries, therefore, changes in the money 
supply constitute an active factor in the price spiral, 
with prices and wages adjusting to these changes. Thus, 
even though the budget deficit, the export balance or 
private investment may not change from year to year, 
the financing of even such unchanged expenditure by 
means of a continuous expansion in the supply of 
money, in the face of an unwillingness to hold larger 
cash balances and other liquid assets, tends to generate 
a persistent upward pressure on the level of prices. 


International Aspects of Inflation 


It has already been noted that periodic increases in 
the external balance arising mainly from changes in 
world market conditions for primary commodities have 
played an important role in exerting inflationary pres- 
sure upon prices in the primary producing countries. 
Conversely, it would seem that deterioration in the 
external balance should serve to alleviate inflationary 
pressures arising from domestic sources. It has, for in- 


stance, been shown in the preceding chapter that in the 
industrial countries a deterioration in the external bal- 
ance, either through increased imports or through a 


** Long-term changes in the structure of the economy or the 
habits of the community may, of course, affect the trend in 
velocity. One important factor in under-developed countries is 
for example, extension of the market economy. If the supply of 
money is not adjusted to the enlargement of the monetized 


ait of the economy, this will tend to affect the trend in income 
velocity. 
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diversion of exports to home markets, constitutes a 
fairly direct alternative to an increase in domestic prices 
whenever inflationary pressure is intensified. Thus, a 
close inverse relationship has been evident in the indus- 
trial countries between changes in the internal demand 
for savings and the external balance. 


In the primary producing countries, however, this 
relationship and its significance as an offset to internal 
inflationary pressures are considerably modified. It is 
true that, in quite a number of these countries, a close 
inverse relationship between changes in the internal 
demand for savings and the external balance has existed, 
but in others, it has been much less evident. However, 
even where, as in Australia, New Zealand, Turkey, the 
Union of South Africa and a number of Latin American 
countries, a close inverse relationship has been dis- 
cernible, this has not always meant that the external 
balance has in fact served as an outlet through which a 
rise in the pressure of internal demand has been re- 
lieved. For, as explained in more detail below, the causal 
sequence of events in these countries does not run in any 
simple way from changes in the internal demand for 
savings to changes in the external balance. 


In contrast to most industrial countries, exports of the 
primary producing countries consist of a very narrow 
range of commodities, and generally these do not bulk 
large in domestic consumption. Accordingly, the emer- 
gence of inflationary pressure may have little or no 
effect upon the volume of exportable supplies absorbed 
by the home market. This, at least, is certainly true 
among countries whose major exports consist of mineral 
or agricultural raw materials. 


There are, nevertheless, a few countries—whose major 
exports include foodstuffs—where the volume of ex- 
portable supplies may be affected by the emergence of 
internal inflationary pressure, and several of these, 
including Argentina, Australia, Burma, New Zealand, 
Thailand and Turkey, have, in fact, experienced sub- 
stantial degrees of inflation in recent years. Even in 
these cases, however, clear-cut evidence of increases in 
domestic consumption at the expense of exports is not 
the rule (see table 27). In Argentina, for example, the 
re-emergence of inflation in 1955 coincided with a sharp 
increase in per capita beef consumption in the country, 
and it might be thought that this took place at the ex- 
pense of exports. But, on the other hand, beef produc- 
tion expanded even more rapidly in 1955 and 1956, and 
the export volume more than tripled during these two 
years.!° Again, in Thailand, during recent years when 
inflationary pressure has been manifest, rice exports 


15 Tf the data for earlier years are considered, the evidence in 
Argentina is more conclusive. From 1945 to 1947 beef production 
increased sharply by over 25 per cent and then remained about 
stable until 1951. Per capita consumption during this period 
increased by nearly 40 per cent, so that exports rose only during 
the two years of rapid increase in production, and by 1950 had 
again fallen to the low level set in 1945, When production then 
declined in 1951 and 1952, exports fell to a new low level. These 


have shown no increase in spite of higher production 
levels, and per capita consumption appears to have 
risen significantly. However, world marketing condi- 
tions facing rice exporters have also deteriorated in re- 
cent years, so that the evidence is not conclusive. Turkey 
may be an important exception, however, for the data 
strongly suggest that internal inflation has encroached 
upon exportable supplies of wheat. Wheat production 
expanded rapidly from 1950 to 1953, and the country 
became an important exporter. In later years, although 
production declined somewhat from the peak reached 
in 1953, it remained at a high level, but exports fell 
away almost to nothing. This reflects the diversion of 
output towards consumption, induced, in part, by higher 
domestic incomes. 


Except in a few special instances, then, the emergence 
of internal inflationary pressure has not much affected 
supplies of exports. The inverse relationship between 
the external balance and the internal demand for sav- 
ings which is evident in a considerable number of pri- 
mary producing countries has thus turned almost 
wholly upon fluctuations in imports. In fact, if changes 
in the internal demand for savings to finance investment 
and budget deficits are compared with changes in the 
value of imports—both expressed as ratios of gross pri- 
vate income—a close relationship in their movements is 
apparent in many countries (see chart 8). It is obvious 
that, whereas the narrow range of commodities exported 
by primary producing countries severely limits the 
extent to which they may be absorbed by the domestic 
market, the same is not true of imports. Imports cover 
a wide range of commodities, and an increase in demand 
for almost any type of product can be satisfied by an 
increase in imports. But it would be erroneous to sup- 
pose that imports have therefore played an entirely 
passive role, fluctuating in response to changes in the 
internal demand for savings and thus tending to mod- 
erate the impact of increased demand upon the level of 
domestic prices. For imports and the internal demand 
for savings have been more directly interrelated. On the 
one hand, changes in the internal demand for savings 
have largely reflected changes in the level of investment 
activity. But, on the other hand, since there is little 
production of capital equipment in primary producing 
countries, changes in the level of investment activity 


changes are shown below (with production and exports in thou- 
sands of metric tons) : 


1944 1945 1946 1947 1948 1949 1950 1961 1952 


Production...... 1,620 1,454 1,696 2,055 1,999 2,063 1,044 1,880 1,788 
Jip q YO PRE ADOOr VJ:) Vas Ws Sinn->/Y (ets 33 Ue (CS) sm LC: 60 


Per capita con- 
sumption(pounds) 146 152 174 193 205 209 204 200 183 


Source: Commonwealth Economic Committee, Meat, a Review 
(London). 

Substantial price increases began in 1945, but were un- 
doubtedly moderated by this diversion of exports to the domestic 
market, and by the large expansion of imports which took place. 
Argentine authorities were well aware of the decline in meat 
exports, and, in 1949, attempted to restrict domestic meat 
consumption. 
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Table 27. Production, Exports and Domestic Consumption of Selected Commodities 


(Thousands of metric tons except as indicated) 


Country and commodity 1949 1950 1951 1952 1953 1954 1955 1956 
Argentina 
Wheat: 
Produchonheenneee nee 5,200 5,144 5,795 2,100 7,633 6,200 7,690 5,250 
Experts sqacqesn 2 aeevat <= aaah shh 1,861 2,740 DA550) 104. Pp ast 3,046 3,607 2,641 
Beef and veal: 
Produchonse eerie ori ene 2,063 2,044. 1,880 1,788 1,766 1,815 2,147 DAES 
EX POLS cores stv encase Soe oles 318 174 120 103 (a5 108 194. 362 
COHSUIIPHOU: cians: + «os oe ete be 1,599 1,614 1,608 i513 1535 1,584 17382 1,900 
Per capita consumption (pounds)... 209 204 200 183 183 184 198 213 
Turkey 
Wheat: 
IPO OEW, pooooapnauneencneunes eel 3,872 5,600 6,447 8,000 4,900 6,900 6,400 
SU XPOLES pe sec io aici enced sae ~ — 24 483 605 1,400 159 177 
Gone ump toner ee cones eat et 2,878 2,948 3,949 4,068 4,200 alles 4,628 4,700 
Per capita consumption (pounds)... 309 311 406 408 412 355 423 421 
New Zealand 
Beef and veal: 
IPROGMOINON.. onocoosdeucouecoon: 181 188 180 195 185 203 230 254 
MEX DOLES WS cnn cre cere acini + 0 ut 60 60 44, 58 45 61 96 120 
Consumption ery. acess Semen 96 99 106 104 100 103 103 110 
Per capita consumption (pounds)... 113 114 121 116 107 108 106 111 
Mutton and lamb: 
Produchonetrrwcatn ism cenierc crane 323 337 297 354 338 333 352 358 
Exportsantamecncanctemane sen 261 258 212, 300 256 281 271 276 
GonsumMpuonee oe seen teen 61 63 66 69 70 71 77 79 
Per capita consumption (pounds)... 73 73 75 TE 76 75 80 80 
Butter and cheese: 
IProductiOne erence 282 298 294 BG 294 299 306 
Exports sete ck ik en eet Ale mes 245 241 258 279 264 227 243 
Consumption. ors pier ee sem ene 34 39 43 46 48 49 50 
Per capita consumption (pounds)... 39 45 48 50 51 51 51 
Australia 
Wheat: 
IPROCUOMOs sooabe000escvueandood 5,190 5,939 5,013 4,346 5,312 5,387 4,588 5,319 
EX POLise is agains He eee aucrees 8 Ay S25 3,470 2,199 2,776 1,837 2,759 2,915 
Consumption. 1c ee ete ee 1,054. 1,047 1,140 1,164 L237 97 1,088 i) 
Beef and veal: 
Production mney dace crac Lee ace 617 662 594 686 715, fee 763 817 
Exports. ign gh Opa mose: Go 82 1 44, 39 158 114 149 124 
Consumption. PMD eon oeIoHE 454 496 475 474 462 480 504 549 
Per capita consumption (pounds)... 124 132 123 120 115 116 119 127 
Mutton and lamb: 
Broguchonaseea es ateativt dick eee 364 278 281 402 37 394 386 362 
Exports . Roch oI Oberon a) eae 87 24 14 42 64 60 57 ahs 
Cousumptions -ogeeeyic cy cite 267 238 247 310 316 RA} 318 312 
Per capita consumption (pounds)... 73 63 64 78 7 7 75 72 
Butter and cheese: 
[POC MEMOMn so ooamasognodedenoce 222 212 179 Ale 212 240 
ESDOTIE. Ss he acts dian nlien eiomy oes 90 105 93 59 63 72 104 
Consumption SAE IRS Pr ae NOES nue 115 141 144 140 150 149 150 
Per capita consumption (pounds)... 32 eid fi 30 37 36 35 
Burma 
Rice: 
ProKat, «ayn bo pou hoo Ge bn Gein. ways 5,283 5,588 5,934. Ded. 5,897 
JES age a 1,199 1,217 1,288 1,281 986 1484 1665 es 
Thailand 
Rice: 
Rroduowoneeee miter ok 6,790 6,89] 7,442 6,708 8,371 5,800 7,835 7 
5 ; > ’ “ > Vl + ers 8,1 { 
PRDOPEGs chance Mien hice ison Cn 1,234 15382 1,638 1,436 1,363 1,034 1,248 1360 
Source: Commonwealth Economic Committee, Grain Crops, a Meat, a Review (London); for Turkey, Central Statistical Office 


Summary (London), Dairy Produce, a Review (London) and Agricultural Statistics, 1936-1956 (Ankara) 
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Chart 8. Rati i 
o of Gross Internal Demand for Savings, Imports and Investments to Gross Private Income® 
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a Imports refer to merchandise imports only. Years indicated are calendar years, except for Australia, New Zealand and India, which 
are fiscal years 1950/51 to 1956/57, and for Burma, 1949/50 to 1955/56. 
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have been heavily dependent upon imported supplies; 
imports may, in fact, account for as much as half the 
value of investment in many countries. Thus, owing to 
the economic structures of these countries, increases in 
imports have, in themselves, often been a partial con- 
dition of increases in the internal demand for savings. 
Imports of investment goods have moved closely in line 
with changes in the level of investment activity; and 
accordingly, the greater the share of investment goods 
in total imports, the more closely have total imports 
moved in line with changes in the internal demand for 
savings. This being so, it cannot be said that increases in 
imports have simply served passively to absorb in- 
creases in the internal demand for savings. To a con- 
siderable extent, the latter could not have been realized 
without such increases in imports. The deterioration in 
the external balance that has tended to take place when 
the internal demand for savings has risen must therefore 
be considered less as an alternative to a rise in domestic 
prices, than as a condition of the rise in the internal 
demand for savings. 


It is this interrelationship between imports and do- 
mestic investment which explains why, in a considerable 
number of countries, changes in total imports and the 
internal demand for savings have moved closely to- 
gether. In the Latin American countries and in Aus- 
tralia, New Zealand, Turkey, and the Union of South 
Africa, the share of investment goods in total imports 
has been high and, with the single exception of Chile, 
total imports and the internal demand for savings have 
shown a close correspondence in their movements. In the 
Asian countries, on the other hand, the share of invest- 
ment goods in total imports has been much smaller, and 
the relationship between the internal demand for sav- 
ings and imports has therefore been less striking. Ceylon 
has been an exception, in that a close variation between 
the movement in the internal demand for savings and 
imports has been evident. 


If, in the countries where variations in imports and 
the internal demand for savings are closely associated, 
it is not an adequate explanation to describe imports as 
acting simply as a safety valve for internal demand pres- 
sures, it is no less remarkable that there have been other 
countries where changes in imports and the internal 
demand for savings have been associated only loosely 
or not at all. For this means that, in the primary pro- 
ducing countries generally, the movement of imports 
cannot be described as simply a response to changes in 
internal demand. What in fact has primarily determined 
changes in the level of imports in these countries has 
been variations in the availability of foreign exchange. 
With only few exceptions, insufficiency in supplies of 
foreign exchange has been a persistent problem facing 
them, and imports have been subject to controls of one 
kind or another. In such conditions, the emergence of 
inflationary pressure has not necessarily led to increases 
in imports, but may simply have added to the existing 
excess of demand over supplies of foreign exchange. 
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In the absence of increased receipts, the increase in 
imports which might be permitted to meet a rise in 
domestic demand has been severely circumscribed by 
the level of foreign exchange reserves. In almost every 
country, changes in imports can thus be explained by 
changes in foreign exchange receipts or in reserves, and 
seldom simply by domestic economic developments.2° 


It is within the limits set by the supply of foreign 
exchange that official policy has determined the total 
volume of imports. Official policy, however, has ac- 
quired additional significance from the fact that it has 
been a major determinant of the composition of imports. 
When imports have increased, their effect upon domestic 
inflation has varied according to whether official policy 
has permitted the increase to take the form of investment 
goods or consumption goods. Increased imports of in- 
vestment goods have permitted an expansion of domestic 
investment activity. But since part of the increase in 
investment expenditure has been spent in the home 
market upon employment of labour and purchase of 
domestic commodities, this has increased the pressure 
of demand on supplies of consumer goods and services, 
and prices have tended to rise. In other words, the rise 
in the internal demand for savings, partly induced by 
the increase in imports, has not been wholly offset by 
this increase, and inflationary pressure has therefore 
mounted. On the other hand, when the increase in im- 
ports has consisted largely of consumption goods, infla- 
tionary pressure has tended to be relieved. 


In many countries the relationship between imports 
and domestic inflationary pressure has been obscured 
by the impact of other factors, acting independently, 
upon the domestic level of prices. Nevertheless, in a 
number of countries, interesting relationships between 
changes in imports and domestic prices have been evi- 
dent; and, in conformity with the pattern described 
above, the nature of these relationships has varied with 
the differences among countries in the composition of 
their imports. Thus, in some, where changes in imports 
have been largely in the supply of investment goods, 
domestic prices and the volume of imports have ex- 
hibited a tendency to move together. For example, it was 
primarily changes in the volume of imported capital 
goods that accounted for the rise in imports after 1951 
in Turkey, the decline from 1951 to 1953 and the sub- 
sequent rise from 1954 to 1955 in Argentina, and the 


18 An illustration of the interaction between foreign exchange 
earnings, imports and import restrictions is provided by the 
experience of Australia. There, large export earnings during the 
Korean boom permitted a rapid expansion in imports and, until 
mid-1951, exchange holdings also rose. At that point export 
earnings declined rather sharply, and the high volume of imports 
led to a 50 per cent reduction in exchange reserves from mid- 
1951 to mid-1952. Import restrictions were tightened markedly, 
and the volume of imports fell by one-half. This brought about 
an improvement in the reserve position, and restrictions were 
progressively eased in 1953, with a consequent expansion of 
imports. In mid-1954 reserves again began to decline, and the 
process was repeated, with imports falling from mid-1955 to 
mid-1957. Similar illustrations could be drawn from the experi- 
ence of almost any of the primary producing countries. 
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decline which began in Cuba in the latter part of 1952 
and in Peru at the end of 1953; and these changes were 
associated with corresponding changes in the pace of 
advance in domestic prices. On the other hand, in sev- 
eral other countries, where changes in imports have been 
primarily in the volume of imported consumer goods, 
a clear inverse relationship between the cost of living 
and the volume of imports has been evident. For ex- 
ample, in Burma the cost of living, which had been 
declining since 1950, began to rise rapidly in the second 
quarter of 1955 following a sharp reduction in imports 
of consumer goods—largely textiles. The reduction in 
Indonesia’s imports in the latter part of 1954 and the 
increase in the latter part of 1955; the increased food 
imports in India in May of 1951, and the import cuts 
in Pakistan in September 1952 were all closely followed 
by opposing and relatively sharp changes in inflationary 
trends. 


While the emergence of internal inflationary pressure 
has not been related in any simple and immediate way 
to deterioration in the external balance, this does not 
necessarily imply that, over a longer period, the ex- 
ternal balance has been unaffected by domestic inflation. 
When domestic inflation has persisted for some time, 
the volume of both exports and imports may undergo 
changes as a result of changes in the relationship be- 
tween their prices and the level of domestic prices and 
costs. On the one hand, a rise in domestic prices and 
costs relative to export prices may depress production 
for export, or at least discourage its expansion; and, 
on the other hand, a rise in domestic prices relative to 
import prices may intensify demand for imports and 
discourage domestic production of substitutes for 
imports. 


As regards exports, the process through which do- 
mestic inflation may reduce the volume of exports from 
primary producing countries is clearly different from 
that to be found in most instances in industrial countries. 
In the latter, prices of export goods are largely deter- 
mined in the same way as prices in domestic markets, 
namely, by domestic costs of production; inflation, by 
and large, leads to price increases in the export indus- 
tries of more or less the same proportion as the rise in 
the general price level. In so far as a reduction in output 
results, it is because higher prices make the goods less 
competitive in export markets, and sales decline. In the 
primary producing countries, however, prices of export 
goods are largely determined in world markets, and 
internal inflation has little effect on them. Internal in- 
flation, however, affects the profitability of export pro- 
duction, since it increases domestic costs relative to 
world prices; and this may induce producers either to 
curtail production or to shift resources—wherever 
feasible—to other lines of production for domestic use 
where prices do vary with domestic costs. In most cases 
such changes may be made only gradually over a period 
of years, but by the same token, once the change has 
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been made, it may not be reversible except over a long 
period. 


This tendency for inflation to squeeze profits in the 
export sector can be offset to the extent that producers 
are granted more favourable rates at which their foreign 
exchange earnings can be converted into domestic 
currency. If these rates are adjusted in line with the 
rise in domestic prices, the relationship between export 
prices and domestic costs may not be disturbed. It is 
changes in this relationship, then, which indicate the 
extent to which inflation may affect the export sector. 
Though it is not possible to obtain the precise indices 
of costs desirable in this connexion, cost of living esti- 
mates may be used as a rough indication. In so far as 
these are representative of the general price level, they 
may also be taken for this purpose as sufficiently repre- 
sentative of the order of magnitude of production costs 
in the export sector. 


Examination of data on the cost of living and the 
exchange rates does not reveal many countries which 
imposed new penalties on exports in recent years by 
maintaining unfavourable exchange rates in relation to 
domestic inflation during this period (table 28). Only 
in Australia, New Zealand, and Turkey has inflation 
advanced at a fairly rapid rate throughout the nineteen 
fifties unaccompanied by any adjustment in the ex- 
change rate.1* In a number of other countries there were 
intervals of several years when the cost of living rose 
substantially more than the increases in the exchange 
rate applicable to exports. This was the case in Argen- 
tina, Brazil, Malaya, Mexico and Thailand in the years 
preceding 1953 or 1954, and in Burma from 1954 to 
1957. In Indonesia there were sharp fluctuations in the 
relationship between the cost of living and the exchange 
rate; in the Union of South Africa the cost of living 
rose rather slowly throughout 1950 to 1957 while the 
exchange rate remained stable after the 1949 de- 
valuation. Among these countries, however, only in 
Brazil was there any clear tendency over the whole 
period since 1948-1949 for domestic prices to rise more 
rapidly than the exchange rate applicable to exports. 


Even in the countries mentioned exporters were not 
always on balance penalized by rising domestic prices, 
for the world prices of their export commodities were 
sometimes rising at least as rapidly. In Brazil and New 
Zealand—for which export price indices are available— 
this was clearly the case; and it was probably also true 
of Thailand, although such an index is not available. 


It is not, then, surprising to find little indication that 


internal inflationary trends seriously affected the pro-— 
duction of export commodities during this period.1® The 


The currency was devalued in Australia and New Zealand 
in 1949, but in both countries rising prices had eliminated this 
gain by 1951, 


# Only Malaya experienced a slight decline in production, 
while Mexico, Indonesia and Turkey were among the countries 
which achieved the largest increases. 
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Table 28. Cost of Living and Average Effective Export Exchange Rates* 
(1948 = 100) 
Country and item 1937 1949 1950 1951 1952 1953 1954 1955 1956 
Turkey 
Cost of living.........4... 29 110 104 102 109 112 124 134 153 
Bieparé wale Sa... 4.35... 45 100 100 100 100 100 100 100 100 
LO Seale en Geta ee RA 65 110 104. 102 109 112 124 134 153 
Australia 
Cost of living............. 68 109 121 146 171 179 180 184 193 
Export PAL ee ee 82 108 144 144 144. 144 144 144, 144, 
Ce a Same aa 83 101 84 102 119 124 125 128 134 
Brazil 
Cost of living............. 23 98 103 108 132 161 190 234, ie 
Brport rates oc... cas. 7 100 100 100 100 106 149 206 217 
US ae eee 29 98 103 108 132 151 128 113 128 
New Zealand 
Cost of living............. 71 103 108 119 128 133 140 144 149 
Export rate... ...-<...5.. 86 110 122 122 122 122 122 122 122 
Rates ee i oy 82 93 88 97 105 109 115 118 122 
Venezuela 
Cost of living............. 108 109 118 119 118 118 118 118 
Export rate... ........... 100 100 100 100 100 100 100 100 
ee eer 108 109 118 119 118 118 118 118 
Malaya> 
Cost of living............. 100 125 ey 123 116 112 114 
Export rate.............. 100 100 100 100 100 100 100 
ie Sy a eae 100 125 127 123 116 112 114 
Ecuador 
Cost of living............. 98 98 109 111 112 117 119 113 
Export rate... ........++- 100 111 1ll 111 1ll lll 111 111 
ae ee eer... 98 98 109 111 112 117 119 113 
Pakistan 
Served Wes. 2s... se 99 95 99 101 112 110 106 110 
Export rate.............. 100 100 100 100 100 100 115 114 
aS eee 99 95 99 101 112 110 106 110 
Colombia 
Cost of living............. 35 107 129 140 137 147 160 159 169 
Export rate.............. 101 112 112 pal 131 136 137 144 158 
ee ee nae, 35 96 116 115 105 109 117 111 107 
Burma 
Cost of living............. 26 135 117 115 109 105 100 102 118 
Export rate.........-.... 63 103 111 111 111 111 111 111 1ll 
Pet ee ee 42 130 105 103 98 94 90 92 106 
Thailand 
Cost of vine a PF os 8 97 100 111 122 135 134 142 150 
Export rate. os iss. 0ne0% 17 97 115 117 104. 103 116 142 151 
ae pelea 48 100 87 95 117 131 115 100 99 
[ South Afri 
goat Site nee 65 104 104. 116 126 130 132 136 139 
Export rate...........--- 82 108 144. 144 144 144 144 144 144 
SS pe eee ae 79 96 72 80 88 90 92 95 97 
osha ; 25 94 97 106 98 95 94 93 95 
ies eR, Fe: p20 100 100 100 100 100 100 100 100 100 
Perit Berea Gh Sx ster 25 94 7 106 98 95 94. 93 95 
e 
a ie SOR ae 48 132 165 223 310 328 335 377 126 
ee 87 100 
ae ie alt ie 55 132 140 132 163 169 174 164 89 
Cuba € 89 
pie hts os si iki 38 87 84 94 93 92 89 89 
as ee We ee ne 101 100 100 100 100 100 100 100 100 
8 eee 38 87 84 94 93 92 89 89 89 
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Table 28. Cost of Living and Average Effective Export Exchange Rates* (continued) 
(1948 = 100) 
Country and item 1937 1949 1950 1951 1952 1953 1954 1955 1956 
Mexi : 
cog Oni WUIAHIIE, 5 ono 0-6 co 0.0 PB 106 HUE 125 144 141 148 ae ae 
Export rate. (on nasa anne. 64 139 154 154 154 154 199 = a 
INDIO cine an oad came meer 42 76 12 82 93 92 74 7 
Indonesia 300 549 
1 [NAMES 6 dono dooause 8 96 113 189 200 213 226 
ae rg ESOC CrEER 69 lil 286 286 429 429 429 429 a 
Natlowerrecsn os oon ec eee WA 86 39 66 47 50 53 70 
Peru . 
ivi 83 193 
f] R Societe: 30 115 130 143 153 167 175 1 
oe nite reese o2 179 196 198 203 222 255 250 = 
Ration er ine mike snes 58 64 66 72 76 75 69 74 7 
Ceylon 7 
(Costzotalivine eerste 42 99 104 109 108 se 109 109 
Report Pe At che OS 81 WAL 144 144 144 144 144 144 144 
Ratioee caret rs ect ences 51 89 Us 76 75 tp 76 76 76 
Mie of living 5 eee 35 102 103 108 105 109 103 98 108 
Export rate... 0.0.0.0... 81 1 144 144 144 144 144 14 144 
atl O MAR aie ccleae ee sheuaehes 42 92 (2 15, hes 76 72 70 1S 
Egypt 
roe GU Nips, odonn eo nom ae oo 99 104 114 113 105 101 101 103 
Export Tate e ss eet. 81 108 144 144 144 144 144 144 144 
RAtONe Ree tier ascaee te 43 92 72 79 78 73 70 1 72 
Tra ; 
OSHOF I VaR an nase ac 15 80 73 78 84 73 72 74 19 
Eixportetate nukes acta ulster 81 108 144 144 144 144 144 144 144 
NEKO Owe Stns oor neces 18 74 Sl 54 58 51 50 51 50 


Source: International Monetary Fund, International Financial 
Statistics (Washington, D. C.). Export rate series for Argentina 
and Burma estimated from anoael sources, taking into account 
prices paid by government boards for major exports. 


impact on prices in local currency in relation to costs 
appears rarely to have been substantial, and was nearly 
always eased within a few years. In the short run at 
least, the production of most primary products does not 
appear to have been responsive to changes in costs in 
relation to world market prices, but has rather been 
largely dependent upon other factors, such as changes 
in the pattern of world demand.’® 


It should not, however, be concluded that inflation 
has not adversely affected the production of export com- 
modities even over the longer term; there are several 
extreme cases where changes in relative prices and costs 
have been of such a magnitude and have continued for 
a sufficiently long time to have had an adverse effect on 
production. In Chile, for example, the rate at which 
the large mining companies could acquire the pesos 
needed to meet local costs remained unchanged from 
1934 until 1952. During this time the cost of living and 
wages multiplied tenfold. From 1952 to 1955 the rela- 
tionship between local costs and the exchange rate 
changed little. Thus, even though copper prices rose 
considerably over the period, the cost-price relationship 


™ See World Economic Survey, 1956, chapter 3. 


* Countries are arranged in descending order of the ratio in 


> 1950=100. 


was even less favourable to producers than that which 
had prevailed during the depressed nineteen thirties. 
This was but one aspect of a policy designed to increase 
the contribution of the copper industry to government 
revenue and to government supplies of foreign ex- 
change, a policy which held returns in the industry at a 
relatively low level. As a result, even during years when 
demand for copper was on the whole strong and world 
price high, Chilean production stagnated and the coun- 
try’s share of the world market declined. The revision 
of policy in 1955, among other changes, granted a much 
more favourable exchange rate to the copper companies 
in an effort to bring about an expansion in production. 
Again, in Brazil, there was almost no adjustment in 
the exchange rate applied to coffee and cotton exports 
from the late nineteen thirties until 1953, in spite of a 
sevenfold increase in the cost of living. Although world 
prices rose substantially for these commodities also, 
this meant that coffee producers continued to be faced 
with the same unfavourable relative price situation 
which prevailed during the nineteen thirties, while for 
cotton growers the lesser rise in the world price resulted 
in an even further deterioration of their position. Coffee 
production declined about 25 per cent from the pre-war 


CHAPTER 2. INFLATION IN PRIMARY PRODUCING COUNTRIES 


93 


level, and cotton production increased only slightly. 
And in Argentina, the rate granted on wool and wheat 
exports lagged far behind cost of living increases from 
the late nineteen thirties until 1952; the rate was less 
than doubled, while the cost of living increased more 
than sixfold. Again, increases in world prices were not 
sufficient to compensate for this situation and the posi- 
tion of producers deteriorated even from the level of 
the nineteen thirties. In this instance also export produc- 
tion lagged and policy had to be changed eventually in 
an effort to stimulate output. 


Similar changes in the relationship between domestic 
prices and the exchange rate applicable to imports have 
also probably intensified the demand for imports in 
some countries, though this effect is, in practice, even 


less easy to establish. As can be seen from table 29, since 
1948 the cost of living has risen very much more than 
the price of imported goods in a number of countries. 
In Brazil to 1953, in Argentina to 1955, and in Indo- 
nesia and Turkey to 1956 this change in relative prices 
was particularly severe. In each of these instances, the 
cost of living had risen by about 60 per cent more than 
import prices since 1948. 


If a longer time period is considered, the extent of 
this shift in relative prices has in a number of instances 
been quite extreme. Cost of living, import exchange rate, 
and dollar import price changes indicate the following 
approximate shifts from the 1937 relation. In Brazil, 
from 1937 to 1953, domestic prices rose three times as 
much as import prices; in Indonesia, domestic prices 
were, relatively, four time as high as import prices in 
1948 compared with 1937, and by 1956 were still two 
and a half times as high; in Burma by 1949, in Chile 
by 1954, in the Philippines by 1948, and in Bolivia by 
1955-1956, the domestic price level had risen about 
twice as much as import prices from 1937, and in 
Colombia by 1950 the margin was about 75 per cent. 
In Chile, Bolivia and Colombia recent devaluations have 
restored the pre-war relationship, but in Indonesia— 
even after the devaluation in 1957—and in Burma and 
the Philippines, the difference continues to be some 50 
per cent. In Brazil domestic prices are still twice as high 
as import prices, compared with pre-war. Price differ- 
entials of this magnitude have very probably been an 


Government Anti-Inflationary Policies 


During recent years, governments have become in- 
creasingly concerned with the problem of inflation, and 
official policies have generally tended to assume a more 
restrictive character. While in some countries the cur- 
rent phase of governmental restraint has been a con- 


tinuation of a trend begun earlier, in many others it 
has marked a reversal of previous post-war policies. 


In earlier years, the strong inflationary tendencies were 
closely connected with the efforts of governments to 


accelerate the rate of economic growth, As inflation 


Table 29. Ratio of Cost of Living to Import Prices in Local Currency 


(1948 = 100) 

Country 1949 1950 1951 1952 1953 1954 1955 1956 
eee nS a 100 121 133 128 146 187 167 
Bt centre oS ae 122 128 92 114. 151 156 159 Pea) 
ee cn ces neces 125 141 114. 121 131 142 146 159 
ee eres 118 125 121 118 125 130 143 14] 
SE i or So a ae 130 141 134. 138 141 144 141 141 
es 5 de de 105 101 100 116 128 129 128 131 
eS a re mee 112 108 103 102 112 118 119 123 
I oe venceg: a 110 107 110 110 116 125 118 
Re tea eee ae 100 115 98 92 103 (Gk 110 116 
SSO eee 100 95 95 108 114 119 113 115 
5 a eres 104. 133 117 128 164. 139 113 105 
yi sittin’ Fn ne ho 104. 109 104, 99 100 103 102 103 

Ra ko li dae caer 102 106 99 99 100 105 98 

ee O RE er e oye. a 100 98 109 106 86 93 
“OS Re Te a ere 103 106 94. 86 97 11 107 97 
OE Ge del ae 108 97 82 80 31 92 89 9 
Soe he ea “hi el cas crite a ae 84. 88 95 107 108 93 
ree A PS, bec. 14 83 17 80 90 84 83 82 
eget 98 102 97 89 79 79 77 77 
ee re eta em 100 81 95 108 106 84 63 
os a xi, codecs Et a 100 90 81 56 AT 48 

Source: United Nations, Monthly Bulletin of Statistics and Inter- 6 1950 =100. 
national Monetary Fund, International Financial Statistics. Paige on 


» Ratio of food prices to import prices. 
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developed over the years, however, many countries be- 
gan to realize that their earlier policies had not only 
had serious inflationary consequences, but had often 
failed to foster rapid economic growth. In some coun- 
tries which experienced severe price inflation, very little 
economic growth was achieved; ‘and even where there 
was substantial growth, inflation gave rise to distortions 
in the pattern of investment and production, tended to 
discourage savings and exerted mounting pressure on 

Eas Aare EN Ue unremitting price 


the balance of payments. ‘ling price 

inflation invariably encroached upon the incomes of 
some classes of society and thus aggravated social ten- 
sions and unrest. It was the emergence of such difficul- 
ties that prompted many governments to reappraise 
their earlier policies. 


There is, then, little doubt that government policies 
have been increasingly reformulated to foster economic 
development within a context of economic stability. 
Restraining budgetary and monetary measures—and in 
a number of instances exchange reforms—have been in- 
creasingly adopted to mitigate inflation. In some coun- 
tries which have experienced severe inflation, compre- 
hensive programmes of stabilization have been intro- 
duced. Anti-inflationary policies, however, have not con- 
sisted solely of measures designed to restrain the level 
of aggregate demand. As has been seen above, a com- 


mon source of inflation in many countries has been the 
emergence Biciabalanas bee -edeand ai@eupale 
of particular commodities, especially foodstuffs; and 
governmental action to facilitate the adaptation of the 
domestic pattern of production to changing demand con- 


ditions has therefore been of considerable importance 
in anti-inflationary policy. 


Probably the most widespread single instance of gov- 
ernmental action in this latter respect has been the em- 
phasis placed upon expansion of food production. 
Particularly in the Asian countries, post-war economic 
development programmes have generally given priority 
to such expansion of output. Although these efforts were 
often motivated by balance of payments considerations, 
the expansion of food production was also regarded as 
necessary to meet the increasing requirements arising 
from population _ growth, urbanization and higher per 
capita incomes. In many countries, there has been much 
greater government investment in the agricultural sector 
since 1950; in some it has constituted a substantial pro- 
portion of total investment. For instance, in India, gov- 
ernment agricultural investment under the first five-year 
plan absorbed more than 40 per cent of its total invest- 
ment expenditure,”’ and in Ceylon for the period 1954- 
1959 it is expected to account for about 37 per cent of 
total government investment. In these countries the in- 
crease in government agricultural investment, through 
providing farmers with additional irrigation water, im- 
proved seeds, farm implements, fertilizers. pesticides 
and other supplies, has been instrumental in expanding 


Soren : ; ‘ 
This estimate includes expenditure on community deyelop- 
ment schemes and on power works. 


food production. Moreover, in a number of countries, 
government price policy concerning rice has also tended 
to stimulate production. Compulsory procurement by 
the government, which was enforced in some of them 
during the early post-war years when there was a food 
shortage, has generally been discontinued. Upon the 
abolition of such purchasing schemes, the official paddy 
prices were fixed at levels generally regarded as fair 
and adequate to the producers; and they have since been 
adjusted upwards from time to time. 


In Latin America, during the earlier post-war years— 
when attention was concentrated upon industrialization 
—expansion of food production was commonly not em- 
phasized. But, in recent years, greater weight has been 
given to it. The wheat development policy adopted by 
many countries provides an example, the most striking 
instance being in Mexico, where, because of an active 
government development programme, production of 
wheat, together with other agricultural products, has 
increased rapidly in recent years. As a result, Mexico 
has become more or less self-sufficient in wheat. 
Similarly, in Brazil, the increased supply of fertilizers 
and improved seeds provided by the Government to 
farmers, combined with a price support scheme, has 
resulted in a steady expansion of wheat production over 
the past few years. Wheat production in Peru and 
Colombia has also expanded, though to a lesser extent 
than in Brazil and Mexico. 


In Argentina and Chile, where stagnation of agricul- 
tural production has been an important factor contribut- 
ing to inflation, positive measures have also been taken 
recently to stimulate expansion. In Argentina, measures 
adopted in October 1955, which modified the exchange 
rate and agricultural prices, were intended to revive 
agriculture. In Chile, price controls affecting some agri- 
cultural products were completely or partially dropped 
in 1953; and a long-term agricultural development plan 
was drawn up in 1954. 


Governmental action to achieve a more balanced dis- 
tribution of resources has not, however, been confined 
to encouragement of food production. Similar reasons 
have played some part in persuading a number of coun- 
tries to unify or simplify their multiple exchange rate 
systems and devalue their currencies during recent 
years. For, under the multiple rate systems, exports of 
key commodities often tended to be discouraged by the 
overvaluation of the applicable export rate, and do- 
mestic production of substitutes for imported commodi- 
ties was deterred by the low rates prevailing for certain 
classes of imports. In fact, in countries such as Argen- 
tina, Brazil, Chile, Colombia and Indonesia, which have 
utilized multiple rates over most years since 1950, the 
spread between the rates applicable to the various cate- 
gories of exports and imports had widened with the 
passage of time.*! In other words, while the rates appli- 
cable to some internationally traded commodities rose 


*" See World Economic Survey, 1956, pages 122-126. 


CHAPTER 2. INFLATION IN PRIMARY PRODUCING COUNTRIES 


95 


in line with, or even ahead of, the general level of 
domestic prices, the rates for others lagged increasingly 
behind; and the incentive to domestic production of 
major exports and certain classes of import substitutes 
was thus steadily weakened. 


It is true, of course, that, partly because preferential 
rates have usually been granted on imports of essential 
consumer goods, multiple exchange rate systems have 
in the shorter term had disinflationary effects. This 
aspect of multiple rate systems has, moreover, been rein- 
forced by the fact that the effective average rate appli- 
cable to exports has invariably been lower than that 
applicable to imports in terms of national currency; 
and, accordingly, the systems have provided a means 
of withdrawing income from the community. But, in a 


number of countries, the disadvantages of multiple rate 


systems in discouraging production of essential goods 
as well as encouraging illegal export of capital have 
been found to outweigh their benefits, and the systems 
have been abolished or greatly modified in recent years. 
In Bolivia, for example, towards the end of 1956, ex- 
change rates were unified at a level that implied a sub- 
stantial devaluation. In Chile, the various import rates 
were unified in mid-1956, the new rate being about three 
times higher than the average effective rate prevailing 
in 1955. In Israel, multiple rates were abandoned and 
the currency devalued in 1954.2? Although there con- 
tinued to be two rates in Argentina—one being about 
double the other—the exchange system was considerably 
simplified in late 1955 and the effective import rate was 
approximately tripled. Exchange reforms in such coun- 
tries have, it is true, invariably raised domestic prices 
of imports and exports. But where these reforms have 
also generally been part of an effective over-all stabi- 
lization programme, they have not given rise to cumu- 
lative inflation; and, as an integral part of these stabi- 
lization programmes, they have, in the longer run, 
tended to foster a more balanced distribution of. re- 
sources. 


Policies designed to facilitate redistribution of re- 
sources have necessarily been of a long-run character. 
In the shorter period, efforts to curb inflation have de- 
pended upon more immediate measures intended to 
restrain aggregate demand or advances in costs. 


In a few countries where the wage-price spiral has 
been particularly acute, one of the more immediate 
measures adopted by governments has been wage re- 
straint. Restrictive wage policies, however, have usually 
been introduced simply as one aspect of a broader anti- 
inflationary policy: for it is recognized that isolated 
governmental efforts to halt or slow down the advance 
in wages may encounter strong resistance and engender 
serious social unrest. 


Such a restrictive wage policy was introduced in 
Bolivia during 1956 as part of a general policy of price 


22 A separate rate for remittances was, however, retained. 


stabilization. However, since the programme entailed 
removal of most subsidies and price controls, abolition 
of the system of government stores and devaluation of 
the exchange rate, the cost of living rose appreciably; 
and in partial compensation for the increase, wages were 
raised. They were thereafter frozen at the new level for 
a year. Since this limitation on wages was accompanied 
by other restraints imposed on demand, the new stabili- 
zation programme appeared to be successful, as the cost 
of living declined during the greater part of 1957, 


A similar limitation on wage increases was imposed 
in Chile during the early part of 1956, and, again, this 
measure formed part of a general anti-inflationary 
programme. The automatic adjustment of wages in re- 
sponse to increases in the cost of living, which had been 
in force for many years, was abandoned; the wage in- 
crease in 1956 was fixed at no more than 50 per cent 
of the rise in the cost of living during 1955. This was 
undoubtedly the most important single factor in ac- 
counting for the appreciable slowing down of the 
advance in prices during 1956, when the cost of living 
rose by 33 per cent, as compared with 80 per cent during 
the previous year. The practice of limiting wage in- 
creases was continued into 1957, hou the ieoveate was 
limited to 80 per cent of the advance in prices during 
1956. During the first nine months of 1957, however, the 
cost of living rose by about 40 per cent; for, although 
wages had been stabilized, the pressure of demand on 
prices was sustained by a budget deficit. 


Apart from such instances, however, policies of wage 
restraint have been of minor importancé as anti-infla-- 
tionary measures. In the shorter period, budgetary and 


monetary measures have thus been the most frequent 
expressions of anti-inflationary policy. 


BUDGETARY POLICY 


During recent years, governments have increasingly 
utilized budgetary measures as an instrument of anti- 
inflationary policy, seeking to arrest the rise in the 
budget deficit as a proportion of gross national product. 
In a number of countries, however, there has recently 
been an increase in this proportion. 


The recent trend towards tighter budgetary policies 
has been widespread in Latin America, and it has been 
particularly evident in countries experiencing acute 
inflation. In these countries, budgetary restraints were 
usually adopted as part of a general programme of 
stabilization. In Mexico, for example, a more stringent 
budgetary policy was introduced in 1954 upon devalua- 
tion of the currency, and it has since been maintained. 
In other countries, where deficits arising from the oper- 
ations of autonomous government agencies or State en- 
terprises constituted an important proportion of the 
total deficit, central governments _have-sought-to-exer- 
cise stricter controls over the budgets of these agencies. 
A notable example was provided in the Bolivian stabi- 
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lization programme adopted in December 1956, with a 
decree that the budgets of the official autonomous agen- 
cies would thereafter be consolidated in a single national 
budget and that these agencies would no longer be 
authorized to borrow directly from the central bank. 
Control over the spending of such government agencies 
has also been tightened in Chile in the past few years; 
and, in consonance with the wage stabilization measures 
adopted in 1956, the draft budget for 1957 was drawn 
up to yield a surplus. In both Argentina and Brazil, 
steps were taken in 1956 to reduce expenditure and to 
increase revenue by raising existing tax rates or im- 
posing new taxes. That these countries have resolved 
to employ budgetary restraints as a means of checking 
inflation is a significant fact in itself, since these efforts 
indicate a clear reversal of earlier policies. 


Complete budget data are available for only nine of 
the Latin American countries for the period between 
1950 and 1955; these are shown in table 30. Although 
in the period from 1953 to 1955, as compared with 
1950 to 1952, the budget deficit as a proportion of gross 
national product rose in most countries, it is clear that 
this rising trend was arrested in 1955. Both restraints 
on government spending and increases in revenue were 
responsible for this stabilization. In 1955, government 
declined in Argentina, Chile, Honduras, Mexico and 
Peru. Characteristic of governmental expenditure policy 
was the curtailment both of current consumption and 
of investment expenditure. Reduction of current spend- 
ing was, however, limited, in part by the continuing 
obligation to provide funds for the social welfare ser- 
vices prescribed by law. Moreover, as prices continued 
to rise, higher salaries had to be granted to government 
employees, and costs of materials consumed by govern- 
ments also increased. The curtailment of investment ex- 
penditure was especially sharp in Argentina, Chile and 
Honduras after 1954. 


Contrary to this movement, government expenditure 
as a proportion of national product increased consid- 
erably in Colombia and Venezuela in 1954 and 1955. 
In both cases, government expenditure policy was 
heavily influenced by changes in the export sector. 
The increased revenue from a favourable export situa- 
tion in these two years induced both Governments to 
expand investment. There were also small increases in 
government expenditure in Ecuador and Guatemala. 


While government revenue has also risen in relation 
to gross national product in a number of countries, this 
increase has not generally been accompanied by basic 
reform of the tax system. One of the fundamental rea- 
sons for the limited increase in revenue in relation to 
national product is the regressive nature of the tax 
systems. Direct taxation, which in the industrial coun- 
tries yields a high or substantial proportion of total 
revenue, is generally not very important in the tax sys- 


tems of Latin American countries. In Mexico, for in- 


stance, direct taxes have been less than 3 per cent of 
national product in recent years. In Argentina and 
Chile, although the ratio has amounted to 8 or 9 per 
cent, the burden must be considered relatively light in 
relation to the level of real income. During recent years, 
while there are instances where the rate of direct taxa- 
tion has been raised or new taxes, such as an excess 
profits tax, have been imposed, any large increase in the 
direct tax burden, especially on business, has generally 
been avoided in government tax policy for fear that 
such an increase would tend to weaken the stimulus to 
private investment. Furthermore, in the absence of a 
progressive tax system, the continuance of inflation has 
itself tended—in striking contrast to its effects in devel- 
oped countries with progressive tax systems—to reduce 
the tax yield in relation to national product. For in- 
stance, the failure to revalue urban and rural property 
has led to a fall in yield relative to national product; 
and the practice whereby tax obligations arising in one 
year are paid in the next has necessarily meant a reduc- 
tion in the tax burden in a period of rising prices. 


While, in Latin America, there has been a general 
tendency to adopt stricter budgetary policies, trends 
among the Asian countries have been more divergent. 
Where inflation has been severe, as in Indonesia and 
Israel, a similar tendency towards tighter budgetary 
policies is visible. In Israel, budgetary restraints were 
tightened at the time when the currency system was 
reformed in 1954, Taxes were raised and government 
investment expenditures were cut; as a result, the 
budget deficit declined. In Indonesia, after unsuccessful 
efforts to reduce the budget deficit during the period 
from 1950 to 1954, vigorous measures were taken in 
early 1955 upon the renewal of a sharp rise in prices. 
Restraints on spending, together with a rise in exchange 
profits and surcharges, tended to stabilize the budget 
deficit for a short period; in 1956, however, as a result 
mainly of the increase in military expenditure, the 
budget deficit appeared to rise again. 


A restrictive budgetary olicy has also been pursued 
in Ceylon and the Philippines, and this has contributed 
to the price stability evident in these two countries 
throughout the period. In Ceylon, the Government 
varied its expenditure as a counter-cyclical measure to 
offset changes in the balance of payments, as, for ex- 
ample, during the tea boom in 1954 and 1955. In the 
Philippines, upon completion of post-war reconstruc- 
tion around 1950, the Government adopted a restrictive 
budgetary policy; and both expenditure and revenue 
remained approximately constant in relation to national 


product throughout the period from 1950 to 1956. 


In contrast with these trends, budgetary operations 
in the other countries have generally been the major 
inflationary force. In India, Thailand and Turkey, as 
well as in Ghana, total expenditure as a proportion of 
national product has recently risen appreciably; this 
was also true of Burma in recent years except that in 
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Table 30. Government Revenue and Expenditure,* by Country, 1950 to 1956° 


(Percentage of gross national product) 
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Table 30. Government Revenue and Expenditure,* by Country, 1950 to 1956° (continued) 


(Percentage of gross national product) 
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Expenditure Surplus a 
Country and year Current Investment Total Revenue deficit (—) 
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ES ew 


Source: United Nations Bureau of Economic 
Affairs; Statistical Office of the United Nations, 
Statistical Yearbook, Statistics of National Income 
and Expenditure, and national sources. 

* Wherever possible, data are based upon national 
income accounts; otherwise, cash budget accounts 
are used. In the latter cases, the breakdown of 
expenditure is approximate, as investment expen- 
diture often ertedes some miscellaneous expen- 
ditures which cannot be separated. However, in- 
vestment expenditure refers only to “expenditure 
on communication, public works and energy”? in 


Indonesia; “public works and other capital expen- 
diture” in Peru; “capital outlays” in urkey; and 
“economic development expenditures” in Thailand. 

*The number of years for each country is 
limited by data available. Data for the budget and 
gross national product generally refer to calendar 
years. For India and New Zealand, they both refer 
to fiscal years beginning April of the year stated; 
for Australia, fiscal years beginning July; and for 
Burma, fiscal years ending September. if Ceylon, 
Guatemala and Venezuela, only budget data are 
on the basis of fiscal years. 
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1956 expenditure declined sharply. While there has 
been a rising trend of expenditure throughout the post- 
war years, as government participation in economic 
activity increased, the large increase in recent years 
has been mainly the result of efforts to-acceterate the 


pace of economic development. In some cases, a rise in 
military expenditure has also been a contributing factor. 


Again, in contrast to other primary producing coun- 
tries, there has been a significant rise in government 
revenue in relation to national product, but it has lagged 
behind expenditure. The rise in revenue has been due 
not so much to direct as to indirect taxation. Among the 
indirect taxes, duties on both imports and exports have 
generally constituted a high proportion of the total. 
In view of the instability of foreign trade, however, 
there has been a tendency to place increasing reliance 
on domestic transaction and consumption taxes. In many 
countries, revenue has been increasingly derived from 
taxes on such essential consumer goods as sugar, salt, 
matches and kerosene. In general, the scope of income 
taxes on individuals and enterprises is still limited by 
the under-developed nature of these economies, although 
yields have been increasing as tax-collecting machinery 
has been improved. While the bulk of direct taxes has 
been derived from agriculture, agricultural taxes have 
often failed to keep pace with increases in farm pro- 
duction and prices. 


It was inevitable that in those countries where the 
budget deficit rose, the pace of advance in prices should 
tend to accelerate in recent years. In order to reduce 
the budget deficit, Burma resorted to curtailment of 
investment expenditure in 1956. In India reliance was 
placed upon higher taxation; in addition to an increase 
in direct taxes, steps were taken in 1957 to authorize 
the imposition of two new taxes—a tax on the net wealth 
of individuals and companies and a tax on personal 
expenditure. 


In Australia, New Zealand and the Union of South 
Africa, in contrast to the other primary producing 
countries, the emphasis of government anti-inflationary 
policy has been shifted appreciably during the period 
under review. Since 1953, fiscal measures have generally 
been relied upon only to complement monetary re- 
straints, which have become the principal instrument of 
anti-inflationary policy. Total government expenditure 
was strictly controlled in the period from 1953 to 1950. 
As government investment in these countries has 
amounted to 40 to 50 per cent of total government ex- 
penditure, a-firnrceiting on investment expenditure has 
been’ maintained. Because of this relative stability in 
government expenditure, these countries have not. felt 
obliged in recent years to stiffen taxation in order_to 
curtail demand. In fact, Australia took advantage of this 
stability to grant tax concessions in both the 1953/54 
and the 1954/55 budgets. Although in the 1956/57 
budget tax rates were raised, they were lowered again 
in the subsequent budget. 


From the foregoing it is evident that, in the majority 
of primary producing countries, budgetary operations 
have been increasingly modified to exércisé Some Te- 
straint upon the upward trend in total demand. How- 
ever, in many~countries, inflation has been generated 
as much by sharp and irregular increases in export 
earnings as by domestic forces of a less variable 
character. Budgetary measures to counter inflation aris- 
ing from this source have necessarily been of a flexible 
and short-run nature. The strictest form of such meas- 
ures has been direct participation by the government in 
trade in the main export commodity; this has permitted 
it to set the price to domestic producers at a level sub- 
stantially lower than the world market price, so that 
rising export profits have accrued to the government. 
The method most commonly employed, however, has 
been the absorption of rising-export_earnings through 


Among the primary producing countries under re- 
view, such restraining measures have been exercised 
mainly by Asian and African countries. In Burma, the 
State Agricultural Marketing Board monopolized the 
purchase of paddy from the farmer for sale on both the 
export and home markets. The government purchase 
price paid to farmers remained unchanged between 
1948 and the crop year 1955/56, although the price of 
rice in the world market rose sharply from 1948 to 
1953, when the post-war peak was reached. In spite of 
a decline after 1953, the world market price was still 
above the procurement price fixed by the Government. 
As a result, the rise in export profits during these years, 
which would otherwise have gone to raise the income 
of the private sector, accrued entirely to the Govern- 
ment. Similar operations covering the marketing of rice 
in Thailand from 1948 to 1954 and of cocoa in Ghana 
diverted increases in earnings to the Government to a 
somewhat lesser degree. In Ghana there were some fluc- 
tuations in the procurement price. It was raised by 50 
per cent in 1950 and a further 15 per cent in 1951, but 
it was thereafter reduced to the 1950 level and held 
approximately steady until 1955, when the price pre- 
vailing in 1951 was restored. This meant that somewhat 
more than half the rise in the world price from 1949 
to 1951 accrued to the producers, while the gains from 
a sharper price increase in 1954 were diverted entirely 
to the Government. In Thailand, although the price 
paid to rice farmers remained unchanged, the Govern- 
ment had to use various incentive measures to acquire 
the necessary quantity of exports, and the result was 
equivalent to an increase in the procurement price.”* 


While Burma and Ghana have relied entirely upon 
State monopolies to offset increases in export profits, 


2° The State marketing of copra in Indonesia, though impor- 
tant in insulating prices to domestic consumers from the influ- 
ence of fluctuating world prices, is less significant in the present 
connexion, because copra is not a major export. The cotton and 
jute price support scheme in Pakistan was mainly for the pur- 
pose of subsidizing exports. 
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Table 31. Ratio of Revenue Collected on Exports* to Total Value of Merchandise 
Exports,” Selected Countries 


(Percentage) 

Country 1950 1951 1952 1953 1954 1955 1956 
Burmaeseee eee 37 32 36 46 42 31 24 
Gece Sei retage PERE orice: ial 16 16 13 15 20 20 
Ghana serene 12 15 19 18 38 28 .. 
Indonesiane se sees 16 ay iy 11 6 TH 4 
hallancdeeeiee es 16 18 PGi 19 19 1l 18 


Source: United Nations, Statistical Yearbook and 
Economic Survey of Asia and the Far East, 1957 
(sales number: 58.I1.F.1); Burma: Ministry of 
National Planning, National Income of Burma 
(Rangoon); Ghana: Ministry of Finance, Economic 


Survey, 1955 (Accra). 
« Revenue from exports refers to the net profits 
of the State Agricultural Marketing Board in 


other Asian countries have mainly used export duties 
to achieve the same purpose. Export duties have long 
been an important source of government revenue, but 
during or after the Korean period many countries also 
began to use them as an anti-inflationary weapon. The 
general practice has been to raise the duty on exports 
when prices rise, either by means of frequent adminis- 
trative orders or in accordance with an automatic 
sliding-scale formula; and, by such means, governments 
have been able to absorb a part of increases in export 
profits. Thus, for instance, during the course of the 
Korean boom, export duties on jute and cotton in 
Pakistan, on rubber in Indonesia and Thailand, and on 
tea, coconut products and rubber in Ceylon were re- 
peatedly raised to offset the rise in world market prices. 
In Ceylon, a sliding scale was also used for various 
periods between 1951 and 1956. Variable export duties 
have, however, been less effective than State monopolies 
in neutralizing export profits, since the upward adjust- 
ment in rates has not only been generally smaller than 
the rise in prices but has also tended to lag behind 
prices. 


Table 31 shows, for Burma, Ceylon, Ghana, Indonesia 
and Thailand, the extent to which export profits have 
been diverted to the government; this is reflected in the 
ratio of government revenue collected on exports to the 
total value of exports. There is clear evidence that these 


countries have, in varying degree, succeeded in siphon- 
ing off income from the export sector during boom 
years. In Burma, for example, the ratio rose sharply 
during the rice boom between 1950 and 1953; and it 
declined drastically after 1954 when there was a fall in 
the world market price for rice. In other countries, 
where government operations were less drastic, the 
transfer of rising export profits from the export sector 
was only partial. In Ghana, the largest proportion was 
transferred in 1954, when the price of cocoa in the world 
market reached its post-war peak. In Ceylon, variable 
export duties had the effect of increasing the Govern- 
ment’s share of export profits during the Korean boom; 
in the subsequent period, duties were at first lowered 
but were later raised between 1954 and 1956 when tea 


Burma; in Indonesia and Thailand it includes 
monopoly profits, exchange profits and export 
duties. 


> Except in Burma, revenue figures are based on 
fiscal years and export figures on calendar years. In 
Burma, both figures refer to fiscal years ending in 
September. 


and rubber prices were buoyant. In Indonesia, however, 
the decline in the Government’s share of export earn- 
ings, in the face of rising export prices for rubber after 
1954, was mainly due to a shift towards greater reliance 
upon import duties and exchange surcharges on imports. 


With one or two striking exceptions, governments in 


Latin America have not adopted measures to_ahsorb 


export profits to the same extent as governments in the 


Asian and African countries; and the measures which 
have been used have more often involved exchange pol- 
icy than export duties. That less concern over taxation 
of abnormal export profits has been manifested in Latin 
America has been partly due to the fact that the com- 
modity boom in 1951 affected their export prices less 
than in most Asian and African countries; circum- 
stances in most countries have thus argued less power- 
fully for the adoption of such neutralization measures. 
While taxation of export receipts has not been uncom- 
mon, export duties have been used mainly as a source 
of goverfiment revenue, rather than as an active anti- 
inflationary weapon. E 


Probably the most comprehensive systems designed 
to siphon off increases in export profits were those oper- 
ated in Argentina and Chile. In Argentina, the State 
trading agency ([API), which operated up to 1955, 
established fixed prices for major agricultural products, 
and any gain resulting from rising world prices conse- 
quently accrued to the Government. In Chile, a complex 
set of measures, applied to the operations of the large 
mining companies, yielded much the same result. 
Because the companies tended to receive only a fixed 
and rather low price for their products, the profits from 
a rise in the world price of copper went to the Govern- 
ment. However, in both Argentina and Chile, concern 
over the resulting lag in export production led to dis- 
continuance of these measures in 1955. 


In many countries, penalty exchange rates have been 
applied to major exports, but they have not often been 


** Export prices for Latin America as a whole rose less than 
15 per cent from 1950 to 1951, while the increase for Asian and 
African countries over the same period ranged from 25 to 50 
per cent. 
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varied in line with changes in world prices. For ex- 
ample, both Brazil since 1953 and Colombia since 1951 
have applied a penalty rate to the sale of foreign ex- 
change earned by coffee exporters; this policy has been 
based upon a desire to absorb a part of the profits 
resulting from the favourable price of coffee in world 
markets. However, in both countries exporters were 
granted somewhat more favourable rates in 1954, at a 
time when world prices rose as much as 35 to 40 per 
cent above the 1953 level. A similar policy has been 
pursued in a number of other countries. For example, 
in Venezuela, a penalty rate has been applied to the 
conversion by petroleum companies of foreign exchange 
into local currency; and in Chile the complex set of 
measures applying to the operations of mining com- 
panies, referred to above, included a heavy penalty 
rate.*° Since such measures are in fact equivalent to an 
ad valorem export duty, they have not prevented the 
income of the export sector from rising proportionately 
to earnings during boom periods. Furthermore, during 
recent years, the more favourable rates granted by gov- 
ernments to exporters in the face of rising domestic 
price levels have tended to have a short-run inflationary 
effect. In Argentina in 1953, for example, a substantial 
rise in export earnings coincided with an almost 50 per 
cent increase in the official price paid to producers of 
wheat. 


Whether, on balance, this diversion of income from 
the export sector to government has been anti-infla- 
tionary, has depended upon the extent to which the 
increased revenue may have served to increase govern- 
ment expenditure. To the extent to which the level of 
expenditure has been determined by considerations 
other than the magnitude of government revenue, the 
increase in revenue has had an anti-inflationary effect 
since it has reduced private spending without increasing 
public spending. In some countries, however, such trans- 
fers may, in fact, have been inflationary; these were 
the cases where government spending was rapidly ad- 
justed upward when revenue increased, but in the sub- 
sequent decline proved more resistant to cuts. The 
situation was apt to be particularly serious when the 
changes in revenue were proportionately large. For 
example, in Indonesia, Bolivia and Chile, as a result of 
a sharp increase in revenue in 1951, government spend- 
ing was rapidly adjusted upward, but, when revenue 
fell off in succeeding years after the boom had subsided, 
large deficits emerged. 


Generally, however, during the periods within which 
an export boom has occurred, the increase in govern- 
ment revenue from export earnings has reduced the 
oudget deficit or increased the surplus. Contributing to 
his result in many instances has been the time lag which 
‘requently occurs before government spending is ad- 
~ 35 Although Bolivia has also applied a penalty rate to mineral 
exports, the situation is not comparable to that of Venezuela or 
hile; the mining companies are State-owned and have received 


neavy subsidies from the Government, which have tended to 
offset the effects of this rate. 


justed to a change in receipts. This lag is often likely 
to be longer than in the private sector since new esti- 
mates have to be prepared and there are unavoidable 
delays before authorized increases in expenditure are 
effected. An example is provided by Burma’s experience 
during the rice boom, when the upward adjustment of 
investment expenditure lagged behind the rise in export 
profits. In a few countries, this lag has been reinforced 
by government action. In Ceylon, for example, where 
the Government has pursued a counter-cyclical budg- 
etary policy, government spending has, from time to 
time, been deliberately prevented from rising to the 
same extent as revenue. 


The anti-inflationary effect of such lags in govern- 
ment spending has been of more demonstrable impor- 
tance in countries where the export boom has not been 
of a temporary nature, but has taken the form of a 
continuously rapid expansion of exports. In this situa- 
tion, while government expenditure has increased stead- 
ily, revenue has run ahead, so that a more or less con- 
tinuing budget surplus has emerged. This has been the 
experience of Venezuela, Iraq, and, to a much smaller 
extent, Peru. 


MONETARY POLICY 


In conjunction with budgetary policy, many coun- 
tries have also made increasing use of monetary policy 
during recent years. Through a variety of means, central 
banks have sought to restrain the expansion in the 
volume of credit extended by the commercial banks to 
private enterprises and private persons; and, in so far 
as these restraints have been effective, monetary policy 
has contributed to a lessening of inflationary pressure. 
It is to be recalled that private investment in the primar 
producing countries is Rea vaipanendcaane UT 
ing by the banking system; consequently, to the extent 
that monetary policy restricts the demand for, or supply 
of, credit, private investment expenditure may be re- 
duced. Moreover, since such restraints place some limi- 
tation upon expansion in the supply of money through- 
out the country, the inflationary effect of an increase in 
the liquidity of the private sector may also be curbed. 
It must be recognized, however, that the efforts of 
central banks to restrain the expansion of credit by 
commercial banks have, in most countries, taken place 
in circumstances where the cash reserves of the commer- 


cial banks have been continuously augmented through 


increased governmental borrowing from central banks 


or through rising receipts of foreign exchange; gen- 
erally, part of the primary increase in money supply 
created by governmental borrowing or rising foreign 
exchange receipts has been absorbed into the cash re- 
serves of the commercial banks. Thus, while the central 
banks have sought to limit the volume of credit, other 
forces have been at work to facilitate its expansion. 
In these circumstances, monetary policy has not reduced 
the volume of credit but has, at best, only moderated its 


rate of expansion. 
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Central banks may seek to limit the volume of credit 
through influencing both the demand for, and the sup- 
ply of, credit. If the cost of borrowing is raised, the de- 
mand for credit—at least for certain purposes—may be 
moderated. In practice, however, in primary producing 
countries, the direct influence of central banks upon 
market rates of interest is severely circumscribed by 
the lack of capital markets and other institutional 
factors. Moreover, the increase in prices in many coun- 
tries has been of such a magnitude that even substantial 
changes in interest rates would not have significantly 
deterred borrowers. In fact, during the period from 
1950 to 1957 only seven of the countries under review 
introduced changes in the discount rates of the central 
banks (see table 32) ; and of these, it was only in India, 
New Zealand and the Union of South Africa, and in 
Turkey after mid-1955, that the changes were in the 
direction of greater restraint. 


Table 32. Changes in Central Bank Rates, Selected 
Countries, 1950-1957 


Change in interest rates 


Country and date (per cent) 

Brazil 

Mae 954 sane poratotia a ciece Miousa tases 6 to 8 

May OSD Mes tive tis ntoe se Re erento sg 8 to 6 
Ceylon 

JnlyslOSsie ake se A hanasu 2% to 3 

Fane VOSS rae, sens Maayac omy ae ion 3 to 24% 
India 

INovemberm O51 setetaite oi). mute 3 to 3% 

Mayol os (gevctrt Anat at saucy ees 3% to 4 
New Zealand 

November) 954i ove cas reves faciare pacar 3% to 4 

July October | 959 <ca cence elastase ceive 4 to 78 
Philippines 

PebruaryolOokin. treet soci aia) 2to 1% 
Turkey 

ebriar yd go lg. fin, 2 a er oe aa 4 to 3 

JURe OSD eer ok. Lamhe ea tes 3 to 4% 

JUS DOOR en cee het ae eek et 4% to 6 
Union of South Africa 

MarcunlOn2etr a iars cron net nes eels 3% to 4 

Deptemberst Oo omams.seath nates srieenvon 4 to 44% 


Source: International Monetary Fund, International Financial 
Statistics. : 

* Raised by successive steps to 5 per cent in July, 6 per cent 
in September and 7 per cent in October. 


It has, then, been mainly over the supply of credit 
that central banks have sought to exert some control. 
As one means of achieving this end, efforts have been 
made to limit the increase in the cash reserves of the 
commercial banks, since these reserves are the base 
upon which an expansion of credit rests. In part, this 
task has been rendered more difficult in some countries 
by the presence of foreign-owned banks, which are able 
to draw upon their head offices for additional funds. In 
most countries where credit has expanded appreciably, 
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however, the principal obstacle to more effective re- 
straints by the central banks has been the continued 
augmentation of the commercial bank’s cash reserves 
through the effects of budget deficits and favourable 
external balances upon the supply of money. In most 
countries, primary increases in the supply of money 
from these sources have been evident in the years since 
1950; and in some countries, such as Bolivia, Brazil, 
Chile, India and Turkey, the rate of expansion has 
clearly accelerated in the recent past (see table 33). 
By no means all of these primary increases in the money 
supply, however, were deposited with the commercial 
banks to swell their cash reserves and provide the basis 
for a secondary expansion in the money supply. In 
almost all the primary producing countries, partly be- 
cause of the extension of the monetized sector of the 
economy and partly because banking habits are limited 
to a small segment of the community, a substantial 
part of the primary increase in the money supply was 
held by the public in currency. Consequently, that part 
of the primary increase in money supply which flowed 
into the cash reserves of the commercial banks was 
correspondingly reduced. 


Nevertheless, in most countries during the period 
from 1950 to 1957, commercial banks experienced ap- 
preciable increases in their cash reserves from these 
sources. To offset these increases completely, the central 
banks would have had to sell assets to the commercial 
banks to an equal amount. Generally, however, opera- 
tions of the central banks only partially offset these 
increases, and commercial banks in most countries there- 
fore did experience a rise in reserves, making possible a 
secondary expansion of money through an enlarged 
volume of credit*® (see table 34). But the experience of 
individual countries varied greatly. Among the Latin 
American countries, Chile was the only instance where 
the action of the central bank resulted consistently in a 
decline in the net cash reserves of the commercial banks 
over a period of years. In the remaining countries, there 
was generally a net accumulation of cash reserves by 
the commercial banks over the period as a whole. In 
Cuba, Guatemala, Honduras and Venezuela, where the 
primary changes in money supply originated predomi- 
nantly in the foreign trade sector, the operations of the 
central banks generalty~did not offset the impact of 
these changes upon the reserves of the commercial banks, 
though there were exceptions in individual years. In 
Brazil after 1953 and in Mexico between 1952 and 1954, 
liberal credit policies were pursued by the central banks, 
and the cash reserves of the commercial banks increased 


: *“ This is revealed by a comparison of the figures in lines 
C and D of table 34. Figures in line C have been taken from 
table 33; these measure the primary changes in the money sup- 
ply originating in governmental borrowing and in foreign assets 
net of the changes in currency in circulation, Figures in line D 
measure the changes in the cash reserves of the commercial 
banks exclusive of their borrowing from central banks. The 
difference between lines C and D represents, if positive, sale of 
assets by central authorities to commercial banks and, if nega- 
tive, sale of assets by commercial banks to central authorities, 
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Table 33. Changes in Primary Supply of Money, by Country 
(Millions of national currency) 


A. Changes in foreign assets and claims on government sector® 
B. Changes in currency in circulation 
C. Changes in the supply of cash available to commercial banks> 


Country 1951 1952 1953 1954 1955 1956 
Bolivia 
Re lescse ons... 770 2,070 14,610 4,660 26,390 159,590 
eet ke. 610 2.200 5,370 8.420 18.630 107,790 
Me ces, 160 —130 9,240 —3.760 7,760 51,800 
Brazil 
1 ee CO ~3,800 1,800 8,200  —5,300 8,600 12,800 
ae aaa 3.300 3.100 6,400 11,100 8.100 10,400 
OT ae —7,100 —1,300 1,800 —16,400 500 2.400 
Chile 
Re Bee 3,240 4,630 6,750 —700 17,620 17,470 
ee ine 3. 1,650 3.530 5,160 6,090 17,270 17,320 
a ae ee 1.590 1.100 1,590  —6.790 350 150 
Colombia: 
i EROS ha ee 159 119 107 314 26 345 
Se ae 54 97 74, 8] 20 158 
ak tig eae 105 22 33 233 6 187 
Cuba 
Tee ee 4 9 57 —14 39 101 
Se ee 46 35 x6 13 5 17 
eC anal nee —42 —26 63 27 34 84. 
Eeund 
“raged Sais | —102 145 16 45 —48 60 
ee ae —16 72 36 90 ea 88 
ee a —86 73 —52 =45 =i) —28 
ng eh Mer, 5 5 2 4 16 17 
Ea ee 1 5 8 l = 7 
Ook eae ae aaa 2 = —6 a 18 10 
rental 1 nn URE 14 4 4 13 =anl 4 
ee ee 5 4 4 6 6 4 
“eee 9 = a 7 =5 a 
ae 2,836 524 
2 es See 62 126 65 312 ; 
B aie 543 193 220 TM 451 609 
7 Sy a aes —481 GT —285 —465 2,385 35 
Peru 
eg 130 114 245 107 —100 477 
; RA cree. 126 134 190 156 99 330 
nt ee 4 —20 55 —49 —199 147 
tee 19 145 12 37 78 322 
Aeveseveeereere 19 as C a bs Be 
Ce eh =e 68 =a —24 26 244 
Burma 192 
59 168 113 343 
. re eee a ps vi 67 158 105 
Beeeeeseeeerecres 0 48 a oi + o 
As 96 —53 —99 119 156 33 
as 96 ae i : es oe 
ae Gc. 45 —33 —77 112 114 16 
Eeypt 27 3 ~13 28 12 45 
eee eae. 2 : ae e ee re 
B ee i 14 3 : he 5 7 


Cee este: «6 ele) CO ew a 
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Table 33. Changes in Primary Supply of Money, by Country (continued) 

(Millions of national currency) 


A. Changes in foreign assets and claims on government sector* 


B. Changes in currency in circulation 
C. Changes in the supply of cash available to commercial banks? 


Country 1954 1952 1953 1954 1955 1956 
India 
DN enc AHS — 880 —80 590 980 1,980 1,560 
Bie aiiciounea ene — 300 —520 100 590 1,610 1,000 
(epee ccsacthan tie ects. cs —580 440 490 390 370 560 
Indonesia 
DN CRA cP ey CERES 90 2,420 —36 3,090 1,010 1,120 
IB eae aesscus opt AUS Ses 8is 750 1,020 870 2,320 1,290 770 
COs Ber tre — 660 1,400 — 906 770 —280 350 
Tran 
IAD ee oie star nile totoseha tos vas —610 2,230 4,110 200 500 2,340 
BD Breech acter res —750 1,410 1,910 —20 150 940 
Ce Siatid Bteerncete or 140 820 2,200 220 350 1,400 
Traq 
1S auc oon amaranre —6 —1 6 3 2 5 
Desc eee tote —2 —2 4 ll 2 5 
GORE tore teomeuetercre —4 1 2 —4 — — 
Israel 
ESOS en ci re Caer —ll 8 —15 37 85 
Bistenair asia eersCioe 18 18 21 24 56 
CP aries aciceecaune —29 —10 —36 13 29 
Pakistan 
7 iNet Gree ROR CCL 495 68 280 
Ma etal ete ren oe 203 415 477 
Oreo aineant mremietens 292 —347 Loe 
Philippines 
aR as terevenwiece ate ont —181 66 23 —17 oi 
IS} a gone nome CaO Se —48 =3) aie 10 4 = 
The ce eee —133 69 = ae 33 54 
Thailand 
1s eNO 688 on a2. 578 52 
1B hae omni Meee tat Geet 713 —78 338 yA 628 bie 
| Oissk Moet eas a open nen =29 110 374 46 —103 321 
Turkey 
Helis & eseiste ici s C CRO 218 19 501 208 754 728 
Bees anraere erak 139 94 lial 40 490 490 
Gee ier Sule ets 79 76) 350 168 264 238 
Australia 
roi Rice se iraniay ase anaeey 120 —109 222 —94 _ 
DD Pte ee tyriacitte Soles 39 29 18 19 a cay 
OE eae iccectenees EERIE Rie 8] — 38 204 —113 —28 129 
New Zealand 
Meveeeveeissseie 15 17 52 ~20 7 . 
tc ES, ee 1 6 5 a 
Ce a ul 16 46 —25 -9 31 
Union of South Africa 
Ta eaRSlett caieiens Crs ies —47 25 1 2 _ 
; Sats are er AIC 8 6 8 ; * : 
Ries Oe ea —55 19 —7 16 —33 é 
S : International M i , : 
national Financial Stasi, gunn 30. goFemmment deposits aid fot revel 
® Refers to assets and claims of the banki ’ Di ‘oil 
system as a whole. Adjustment has ban ans a : Haters a7 Capel Tome nae = 
appreciably. In Bolivia, there were large increases in By comparison with the Lati i 
Ed an ak ae A omparison with the Latin American countries 
P y PP y of money, particularly in more the action of central banks in the Asian countries h 
; : oe as 
recent years, and operations of the central bank only gone further in nullifying the effects of a primary ex- 


artially offset their effect upon cash reserv sion i 
p y Pp reserves. pansion in the supply of money upon the position of 
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Table 34. Changes in Cash Reserves of Commercial Banks, by Country 
(Millions of national currency) 


C. Changes in supply of cash available to commercial banks* 
D. Changes in net cash reserves of commercial banks» 
E. Commercial banks’ borrowing from Central Bank 


Couniry 1951 1952 1953 1954 1955 1956 

Bolivia 
ea ee 160 180 9,240 —3,760 7,760 51,800 
Tyee Mic 580 820 1.890 4.730 4.370 32.120 
pee eee. <! — pe i ia ss 7a 

Brazil 
me ek. ~7,100 ~1,300 1,800  —16,400 500 2,400 
Ties ee —100 2.100 —500 2.200 3,900 4,100 
mee yo 1,500 1,400 1,400 1.200 300 1,000 

Chile 
i a ee 1,590 1,100 1,590 —6,790 350 150 
ap een 780 ~450 350 21630 —5,080 —~3,010 
We ee —140 1,320 2,180 4.860 6,880 7,770 

Colombia 
ee ee ee 105 22 33 233 6 187 
ee See eee 21 33 23 117 227 68 
2 ene aaa 14 16 10 mo 185 =p 

Cuba 
eS he ee —42 ~26 63 —27 34, 84 
te tee =8 a4 17 —32 13 54 
were... 6 43 —24 19 7 40: 

Ecuad 
Ti ee —86 73 33) ave tT 28 
7 ach ene me —-32 69 14 7 9 35 
a ee ee 2 = ay 5 2 5 

Sree weenie... ee) = = 6 = 18 10 
at Se ee A =5 2 =| 12 9 
Be l 3 1 l =a a4) 

aeons 1 en 9 me a 1 - 

Tie es 6 i = 4 = a 
ie iia ieee aT 7 l es 1 

ae 85 85 
Se eee —481 —67 —285 — 465 2,3 
eae Se —305 95 9 193 415 52 
eee A ee, 54 —48 10 aS =7 4 

oe Pes, 4 —20 55 —49 —199 147 
Dee ee. 179 37 Bi 281 —150 389 
LNG Seay = 60 234 —259 154 —112 

A Rieices, ars 68 3 —24 26 244, 
pee a eee 105 61 14 9 50 185 
‘eae: * ie ae: 

if es 6 4] 8A 46 185 87 
Gavvevesseererees a 4 : a eS ae 
hy See ‘ 

Soke 45 33 aa 112 114 16 
Gevveserseesreess 45 a ah 2 te io 
iio. eee pie ae 

Egypt a 3 1 15 4 
Coes 1 : 3 se i = 


Part I. INFLATION IN THE NINETEEN FIFTIES 


106 
Table 34. Changes in Cash Reserves of Commercial Banks, by Country (continued) 
(Millions of national currency) 
C. Changes in supply of cash available to commercial banks* 
D. Changes in net cash reserves of commercial banks> 
E. Commercial banks’ borrowing from Central Bank 
Country 1951 1952 1953 1954 1955 1956 
I ndi 
i C. Sots srade helt ore —580 440 490 390 370 560 
IDS SSomino e om cn ore — 280 —30 —10 180 — 260 —710 
EE Sa etetorneiars: sears 140 —60 —10 100 230 610 
Indonesia 
(Oe remem cronies — 660 1,400 — 906 770 — 280 350 
De renter, sa yeue pnts — 360 250 280 470 —710 190 
Freres nevis ameter ees or aa et son oe ee 
Tran 
(he See ineeneinen ar eagetce 140 820 2,200 220 350 1,400 
DASE Aut eonnynt os — 40 —o0) 230 200 610 —390 
Bt tog Ficnte Morente & a be ae ee eae sah 
Tra 
c Be rca ch yi tuetene, cuavvos —4 1 2 —4 _ oa 
LD) cae vor mae One cle =I tl 3 =a 2 == 
ee es eA es “8 
Israel 
Cae eee one = 20 =10 —36 13 29 
[ies morro Steere’ 8 6 8 23 39 22 
Biter a meneeatonn she _ — — 4 12 19 
Pakistan 
Cen tect apes ice eke 292 —347 = 107 
LR hw eteursteytoncens 22 | 19 eS 16 1 
Biber peter lames a 44 02 oo 146 —=5 34 
Philippines 
ee seco eee = lle 69 ee —Ar 33 54 
De ete eh thee te —166 20 16 —30 —ts —61 
Ei toads aemenee sah a2 4 =27 45 30 108 
Thailand 
Sac ronsen eae ree On 25) 110 374 46 —103 321 
D) aersie Snes rer 34: 13 7 = Sf — A 37 
ee eee ites teehee — — 22 =i) —i — 
Turkey 
CAP aa ei coerte ts 79 =e 350 168 264 238 
Digeetiutro, eee 26 — =o Oe 74 14 
Tsar sckens he, Seem roe 83 214 85 500 85 246 
Australia 
SNe ole Orn cher —138 204 = iis: —28 129 
x <8 ERS OE 23 —14 10 — — 
New Zealand > 7 
erect te akin onl i ll 16 46 —25 —9 31 
LD erates each: 1 15 19 ll ae ~ 
Te ate Ma ee ta atlas — ne ani Re = 
Union of South Africa 
fe nah ae —55 | 16 33 
parses ee a =! 20 —16 o 6 23 
$m SS 
Source: See table 33. » Changes in total cash reserves at the end of 
® Row C of table 33. Pee exclusive of borrowing from Central 
palenerenee aie In a of them, moreover, such 1956 despite a primary expansion in the supply of 
ee he a paren in Pe more recent period. In money. In Ceylon, during earlier years, a neutral cen- 
e Philippines, for instance, the net cash tral bank policy was reflected in the close correspond- 


reserves of the commercial banks declined in 1955 and ence between the variations in the primary supply of 
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money determined by changes in government borrowing 
or the external balance and the variations in commercial 
banks’ reserves; in 1954 and 1955, however, the mone- 
tary impact of the export boom was, to a large extent, 
offset by central bank operations. — 


In Australia the policy of the central bank followed 
a contra-cyclical pattern. When the primary supply of 
money increased in 1951, 1953 and 1956, monetary 
restraints were tightened. A contractionary tendency, 
on the other hand, such as the decline in export receipts 
in the aftermath of the Korean boom, was countered 
by action to strengthen the liquidity of the commercial 
banks. In New Zealand the action of the central bank 
tended to moderate the expansion in cash reserves 
throughout the period. The central bank did not offset 
the loss in cash sustained by the commercial banks in 
1954 and 1955 but took steps to prevent them from 
gaining reserves in 1956. 


In general, then, while central banks have not wholly 
offset the effects of primary increases in the supply of 
money upon the credit base of the commercial banks, 
they have had some restraining influence. In a number 
of countries, in fact, the commercial banks have so ex- 
tended their loan portfolios in relation to their reserves 
that they Rave bom required to resort increasingly to 
their central banks for liquid funds. Though the neces- 
sity of such action has been brought upon them by the 
expansion of their credits to the fullest extent, it is also 
true that, if increases in the primary supply of money 
had not been partially offset by central bank opera- 
tions, the need for such action might not have arisen. 
Where such recourse to the central bank has proved 
necessary, the control which the central bank could 
exercise over further increases in credit was clearly 
strengthened, since the central bank can vary the terms 
or conditions upon which it is willing to permit use of 
its rediscount facilities. 


In recent years, a common practice among central 
banks has been to set Timits to the amount which com- 
mercial banks, either individually or in the aggregate, 
could borrow. In some countries, such limits have been 
supplemented by other conditions whenever there was 
an increase in the use of the central bank’s rediscount 
facilities. In Colombia, for example, the rules governing 
the types of commercial paper eligible for rediscount 
were frequently stiffened; and in Mexico, requests by 
commercial banks to utilize the rediscount facilities of 
the central bank were, at times, granted only in the 
event that the commercial banks’ deposits were declin- 
ing. In Chile, the central bank has applied a selective 
scale of rediscount rates; as the proportion of each 
commercial bank’s rediscounted paper to its capital and 
reserves has risen, a progressively higher rediscount 
rate has been applied. 

In many countries central banks have exerted control 


over the volume of commercial bank credit, not only 
through efforts to limit cash reserves, but also by means 


of varying legal reserve requirements.2? This measure 
was originally adopted in some countries as a means of 
countering the effects of wide fluctuations in the balance 
of payments upon domestic liquidity. In recent years, 
it has been more generally utilized to offset the exces- 
sive increases in cash reserves of the commercial banks 
that have resulted from repeated budget deficits. In a 
number of | countries, including Bolivia, Colombia, 
Mexico, New Zealand and Peru, variations in legal re- 
serve requirements were frequently introduced between 


1950 and 1957, 


Generally, central banks have authority to vary legal 
reserve requirements within fairly wide limits. In 
Burma, for example, the legal requirement of the 
amount of cash to be held against demaxid deposits can 
be varied between 8 and 40 per cent; in Colombia, it 
may be varied from 10 to 30 per cent, and in New 
Zealand, from 7 per cent upward. In some countries, 
notably in Colombia, Mexico and Peru, supplementary 
reserve requirements, amounting to as much as 100 per 
cent, can be imposed against an increase in demand 
deposits. 


The experience of some countries does indicate that 
variations in reserve requirements have been, at times, 
an important means whereby the effect of large increases 
in the cash reserves of the commercial banks upon the 
volume of credit has been nullified or limited. In 
Ceylon, for example, during the Korean boom, credit 
extended by the commercial banks was increasing rap- 
idly, partly because of speculative inventory accumula- 
tion; but an increase in reserve requirements led to a 
subsequent contraction. In Australia and New Zealand, 
variations in legal reserve requirements tended to 
counteract the effect of changes in the budget deficit or 
surplus, or in the foreign balance, upon the commercial 
banks’ ability to lend. It also proved an effective meas- 
ure in Peru during 1953 and 1956, when higher reserve 
requirements brought about an appreciable deceleration 
in the rate of increase in bank credit. In Brazil, on the 
other hand, during 1954, increased use by the commer- 
cial banks of the rediscount facilities of the central 
bank tended to lessen the impact of an increase in 
reserve requirements upon the volume of credit. 


Through these various means, used either singly or in 
combination, central banks have, in varying degree, 
sought to limit the expansion in credit extended by 
commercial banks to the private sector. These controls 
have not been consistently applied over the whole period 
since 1950, but have been varied in accordance with 
changing economic circumstances in each country. 
Nor should it be supposed that the various controls, 
when used simultaneously, have always been exercised 


7 At present, among the countries under review variable legal 
reserve requirements are in force in Bolivia, Colombia, Ecuador, 
Guatemala, Peru and Venezuela in Latin America; Burma, 
Ceylon, Egypt, India, Pakistan and Thailand in Asia and in 
Australia, New Zealand and the Union of South Africa. 
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Table 35. Changes in Commercial Banks, Claims on the Private Sector, by Country 
(Percentage) 

Country 1951 1952 1953 1954 1955 1956 
BOla via iyeeseuee ot cova ra Fors eee 94II 30 1 54 89 179+ 
Brazile regent Sonne otter cee ser ers 8 8 19 18 11) De 
Crile Ae ei et toctancs settee 21 20 30 36 46 3a 
(Colombia sae reer ee eter 4 14 16 31 DH 27 
Cibare eee wick ho es dew v0 Bill 16 —6 9 6 5 
LG ans Oy eee Sere eee nie o olen 1 19 16 26 10 14 
Gwlatemalarae arin ce conten eee Th —-l 12 13 —6 Oi 
IBGHUNIREL Ac pablo bone aanean momar —7 24 21 —8 9 21 
Mexico mens er ee cae oes WP: 1133 14 19 2 12 
Pere ene ten ne eile e 31 27 12 {i 20 1B 
Weenie. oosoccasasasoumasent 9 21 28 27 17 20 
Burma terres eerne oe ck Moers nates 2e WZ —10 32 Ye 16 
Ces loamy ae aenisttts tee er nate nt oO —§ 6 19 ‘I —34 
Bey pt cera tacts chen ganas ears 3 a) _ 27 2 ll 
I Ravel tclWele, Aa ean See ee ee Rae ene 22, —7 —2 13 14 D5 
UndOnesiaterva ce rie seem oeaaere 253 11 —] 18 42 26 
Tere eee reer octal ee ace 29 4) Dail 16 18 
Ralcistaneeet tierce mene ee 19 —14 1 23 20 6 
Philippiaes: waite clare es Viator 33 — 11 11 18 13 
(Chailand eee ee. sacar ere Age 28 54 38 15 32 15 
eur Wey seer cs auisee eae 2 sate 39 49 32 20 19 12 
Alistralia nec Sty ae eee 24 —4 5 18 5 —5 
ING waZea lance eee e nae 43 —9 —3 a, f —7 
WnionvoteSoubheAtricase errr 49 -ll 13 13 14 3 


Source: See table 33. 


® Including claims on the government sector, which have been small. 


in the same direction. In some countries, when the in- 
crease in the cash reserves of the commercial banks has 
been limited by central bank operations or when legal 
reserve requirements have been raised, their effects 
upon the volume of credit have been offset through re- 
course by the commercial banks to the rediscount facili- 
ties of the central banks. 


For such reasons, an accurate appraisal of the effects 
of central bank policy would require an examination 
of the experience of each country at a level of detail 
outside the scope of the present study. At the broad level 
of analysis presented here, it is, however, instructive to 
note the rates at which increases in advances of the com- 
mercial banks have taken place against this setting of 
central bank controls. For the countries for which such 
information is available, the data do not, on the whole, 


suggest any widespread tendency towards significant 


and of growing intensity in the years between 1954 and 
1956, some acceleration was evident. The use of selective 
credit controls, however, within this context of an ex- 
pansion in aggregate advances, may have had some anti- 
inflationary effects in some countries. Instances can be 
found where the increase in total expenditure was con- 
centrated particularly upon such activities as speculative 
inventory accumulation or building; and since the 
maintenance of these forms of expenditure was fre- 


quently heavily dependent upon continuous increases in 
the supply of credit, selective controls may have tended 
to limit the rate of increase in aggregate expenditure. 


While on the whole the rate of increase in aggregate 
advances has not been retarded by the operations of 
the central banks, it is, however, a fact that in a number 
of countries the cash reserve ratios of the commercial 
banks have tended to decline over the period; and 
although the decline in this ratio may have been as 
much a result of the expansion in advances as of the 
influence of the central banks upon cash reserves, it can 
at least be said that where it has occurred the poten- 
tial, if not the actual, influence of the central banks 
upon the volume of credit has been strengthened (see 


table 36). 


Declining cash reserve ratios have been most con- 
sistently evident among Asian countries. In some of 
them—for example, Indonesia and Thailand—the decline 
was particularly noticeable in the past few years. Where 
the cash reserve ratio of the commercial banks in- 
creased, as in Turkey, or deteriorated only moderately, 
as in India or Pakistan, reserves were replenished by 
increased borrowing from the central bank. A similar 
situation of declining cash reserve ratios prevailed in 


Australia, New Zealand and the Union of South Africa. 


Developments in Latin America were generally simi- 
lar, though there were a few exceptions. In Guatemala 
the liquidity of the commercial banks improved, while 
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Table 36. Cash Reserve Ratios for Commercial Banks, by Country 
(Percentage) 
I. Ratio of total cash reserves* to total deposits 
II. Ratio of borrowing from Central Bank to total deposits 


Country 1950 1951 1952 1953 1954 1955 1956 
Bolivia 
| eee 16 26 34 42 51 36 42 
Lita rere, ee = = ea = =a = Pe 
Brazil 
15 i 19 20 22 20 20 21 21 
Lo creer) ee 8 9 11 13 12 11 10 
Chile 
| ag While ny cae 11 11 2 ilies 14 GT iil 
Dea ed ee pee 16 Ae} 14 14 WG Lz Ne 
Colombia 
{aia oe ee 15 Ls 20 19 21 wer 15 
1 ee ae 23 20 20 16 Wat 99} 15 
Cuba 
[ hae eee 3h 30 30 30 28 27 28 
RRs ohn oye i 1 t 4 7 dl 4 
Ecuador 
| Iocan oF hae 41 39 42 41 oD 35 35 
the Bal aaa 4. 4. 2 2 2, 3 3 
Guatemala 
Reh ae ope ae 42 4] 44, 48 48 52 IL 
DS ore ao alee: 22 24 36 35 38 18 12 
d 
See eal SE ea 38 53 44 33 42 OM 30 
JE a) ey es Bees vi 4 2 5 4 6 5 
ores PER ae OF ee 40 31 30 27 26 25 24 
Pi i er 1 wy iL il 1 = ae 
Peru 
j ear 15 18 18 19 18 16 19 
Riper ke ce 6 5 6 12 4 i 4 
hoi ae ae 33 38 35 30 26 24 PRY 
ED eee es Pe os = — = = = = ie 
Burma es a 
(ee ne 24 19 33 Aatl 24 
EE, a eos es == = = eu = = ce 
Jaca 19 18 
Vitesse eee es 25 28 23 14 17 
Ue ee RS are re — = = _ = a ae 
Feopt Fe Sy oe 26 3 27 2h ee Pail 24 
1b doses ean eg ie amet 11 3 3 7 7 9 
ae vip bed Pate ge SOE 2 ue 10 9 11 10 9 
1 eke ne ieee os i 1 a 1 3 7 
ae RN che ee 61 29 35 48 AS Pal 24 
Lhe hee ls — _ — — a= = 
ee Mea 27 24 25 22 a 2 aA 
Tite. ens nes say ae ney 
Pakistan 10 Wl 
Se 2 13 14 12 9 10 
rf en de 8 9 6 3 8 10 ul 
er hag) 40 19 23 20 20 19 22 


Settee om 8 
eocere were 


a rats 6 7 3 8 11 21 
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Table 36. Cash Reserve Ratios for Commercial Banks, by Country (continued) 
(Percentage) 


I. Ratio of total cash reserves* to total deposits 
Il. Ratio of borrowing from Central Bank to total deposits 


Country 1950 1951 1952 1953 1954 1955 1956 
eee. Wee: 34 3] 28 28 23 19 20 
Tee ee ie = = 1 1 at wt 
Turkey ms 
tet 10 17 itl 10 14. 17 
eae eee 17 20 25 22 37 34 33 
os 1 8 7 1 6 6 6 
i. ne es pie ae a a aa = = 
tl oa oe = A 3] 31 39 41 29 26 26 
kk ee eae aS pe 2 2 a x = 
ae 4 Hf ee le 16 20 16 17 17 20 
The ee nd a: es a i as a 


Source: See table 33. 


in Brazil and Peru it remained approximately stable. 
But in the remaining countries commercial banks have 
generally been in a less liquid position in the past few 
years than in the earlier period after 1950. In Chile 
during recent years and in some other countries in 
particular years, the decline in reserve ratio was moder- 
ated by increased borrowing from central banks. 


It may be said, in conclusion, that some tendency 
towards greater monetary stringency in the private 
sector has been evident in many primary producing 


® Including borrowing from Central Bank. 


countries. But in a number of them the control exercised 
by central banks over the volume of private-credit has 
been greatly vitiated by the increases in the supply of 
money that have taken place outside the private sector. 
Further, it is to be borne in mind that, while restraints 
on the supply of credit to the private sector may have 
moderated the level of private investment expenditure 
and thus exerted a disinflationary influence, a large part 
of the actual expansion in credit was often necessitated 
by rising business costs generated by inflationary forces 
other than private investment expenditure. 


Conclusion 


Inflation in the primary producing countries cannot 
be explained by any one causal factor. Excess aggregate 
demand, imbalances between sectoral demand and sup- 
ply, and various cost factors, including rising import 
prices and money wages, were all, at one time or an- 
other, found in conjunction with inflation. Often, the 
various influences were present together; in such cases, 
it is difficult or impossible to distinguish unequivocally 
the primary agent in the chain of causation. Neverthe- 
less, one conclusion emerging from the analysis is that 
excess demand, at both the aggregate and sectoral levels, 
has been_a major force in the inflation occurring in 
primary producing countries. 


The widespread tendency for demand to exceed avail- 
able supplies of goods and services has frequently re- 
flected the deep-rooted aspirations of countries in the 
early stages of development to achieve higher living 
levels through capital formation. The heavy reliance of 
governments upon deficit financing provides striking 


evidence of the determination of countries to develop 
their resources. But policies which ignore the dangers 
inherent in fiscal and monetary instability provide, at 
best, an uncertain foundation for growth, and, in recent 
years, the trend towards greater restraint in the char- 
acter of official policies has borne witness to increasing 
recognition of this fact. 


Sectoral imbalance has also proved to be a major 
problem for many countries. Food supplies in particular 
have been at the root of inflation in numerous countries. 
Not only have food prices risen absolutely, but in a 
majority of countries they have risen more rapidly than 
the general level of prices. In Latin America, especially, 
where rapid urbanization has created additional pres- 
sure on food supplies, this has proved in many instances 
to be a particularly acute problem. 


Post-war experience has clearly demonstrated the 


CHAPTER 2. INFLATION IN PRIMARY PRODUCING COUNTRIES 


eu 


an indispensable ingredient of stable long-term growth, 
and success in achieving sustained economic Reteice: 
ment requires that due weight be given to expanded 
agricultural output. Many countries, recognizing that 
insuficient food supplies are a cause of can have 
taken energetic steps to remedy the situation. ae yet, 
while eatancnery” pressures have indeed been lessened 
in many cases as a result of successful efforts to expand 
food production, there remain a number of countries 
where .per capita food supplies in recent years have 
shown no improvement since before the Second World 
War, or have even declined. 


The problem of food shortages has had widespread 
repercussions upon the price structure of many 
countries. While the institutional setting has also been 
a major controlling element, a food problem has been a 
significant link in the inflationary process: the decline 
in real income resulting from increased food prices has 
often provoked claims foi higher wages. In large meas- 
ure, rising food prices together with the institutional 
framework within which wages are determined have 
accounted for the spiralling attion of costs. The ad- 
vance in food prices, however, does not wholly explain 
the magnitude of the wage-price spirals experienced by 
many countries; excess aggregate demand and rising 
import prices have also at times induced increases in 
wages. And it has been mainly through advances in wage 
costs that such inflationary influences have become per- 
manently embedded in the domestic price structure. 


Even in countries where prices may not have been 
affected by cost pressures, a price spiral has often been 
engendered by increases in the money supply required 
to finance budget deficits, private investment or the 
export balance. When these increases have been in ex- 
cess of the amount which the community has been will- 
ing to hold at a given level of real income and prices, 
they have assumed an active role in raising prices and 
wages. 


The problem of reconciling the dual aims of economic 
growth and economic stability has been rendered difh- 


cult for many primary producing countries by circum- 
stances outside their control. The instability of foreign 
trade has been a factor of major consequence in inflation 
in many primary producing countries. The particularly 
close links in thesé countries between investment and the 
foreign balance, and between government revenue and 
tr tides developments, have often eed sharp fluctuations 
both in supply availabilities of many key commodities 
and in demand pressures. Moreover, the _predominance 
of agricultural production in the economies of these 
countries means that total supplies—both for export and 
for the domestic market—have been subject to the vaga- 
ries of weather conditions. 


There is little doubt that removal or lessening of the 
instability in export markets of primary products would 
represent a major contribution towards greater price 
stability in the economic activity of under-developed 
countries. But the central problem of securing addi- 
tional resources to hasten the pace of economic develop- 
ment and, at the same time, avoiding inflation would 
remain. Additional resources may be raised in various 
ways, of which a major policy instrument is taxation. 
It is true that in countries with very low per capita 
incomes there is no prospect of achieving the record of 
those with higher incomes where the tax burden often 
approximates one-fourth or more of the gross national 
product. Yet it cannot be said that the tax limit has been 
reached in under-developed countries. A higher degree 
of progressivity and greater reliance on income taxes” 
would seem to provide much scope for the mobilization 


of additional resources. 


While principal reliance must be placed on domestic 
resources, foreign capital may considerably facilitate 
the process of stable growth, both by supplementing the 
supply of domestic savings and by financing imports of 
capital equipment. Were the under-developed_countries 
able to sugment their domestic resources by drawing on 
a greater supply of foreign capital, they would be better 
placed to counter the constant danger of inflation that 
accompanies their | r compelling need to hasten the pace 


of economic growth. 


Chapter 3 
INFLATION IN CENTRALLY PLANNED ECONOMIES 


Despite State ownership of most productive capacity 
and State planning of resource allocation, the centrally 
planned economies have all experienced considerable 
inflationary pressure during certain periods of their 
history. It is of interest to consider how such pressure 
can develop in a planned economy, where concentration 
of economic power in the central authorities would seem 
to have eliminated any obstacle to continual adjustment 
of demand to the level of supply. If all goods and 
services were subject to direct distribution by govern- 
ment agencies, no problem of imbalance between de- 
mand and supply could arise, although major shifts in 
the allocation of national product from consumption to 
accumulation might still create social tensions. The 
problem of balance between demand and supply in the 
centrally planned economies is created by the fact that, 
as a rule, consumer goods and labour are not directly 
allocated but exchanged, that is, incomes are paid in 
money and used for purchases of goods. These payments 
take the form of money flows which may generate in- 
flationary pressure if they are not in line with the flows 
of consumer goods and services available for sale. 


The problem of imbalance between flows of money 
and of goods is confined to the consumption sector; 
intra-industry transactions do not raise similar problems 
of imbalance, since the bulk of producer goods, in the 
centrally planned economies, is subject to direct allo- 
cation, and maladjustments in this sector have no direct 
effect on prices. However, excess liquidity in individual 
enterprises may result in lower efficiency, in piling up 
of stocks and—most important from the point of view 


of inflationary developments—in raising wages above 
the planned rates. Naturally, any such inflation of the 
wage bill may upset the planned balance between the 
demand and supply of consumer goods. 


Thus, though output and its allocation are centrally 
planned, the use of money rewards creates the possi- 
bility of divergént movements of money incomes and of 
supply of consumer goods. This duality of flows makes 
it imperative to supplement production plans by finan- 
cial plans in order to co-ordinate money flows with the 
physical flows of consumer goods. From the point of 
view of inflationary developments, the most important 
section of the financial plan is the “balance between 
money income and expenditure of the population”, the 
purpose of which is to bring about the final co-ordina- 
tion of wage, output and allocation plans so as to bal- 
ance personal disposable income with the planned 
supply of consumer goods. 


The balance between demand and supply of consumer 
goods may be upset, in centrally planned economies, by 
changes similar to those which in private enterprise 
economies generate inflationary pressure. Thus, a rise 
in investment, net exports or government expenditure 
in relation to national product will tend to generate 
pressure of demand upon supply of consumer goods 
unless the excess demand is eliminated by a rise in 
savings or in direct taxation. Similarly, an increase in 
income payments in relation to output will, other things 
being equal, result in pressure on prices of consumer 
goods. 


Characteristics of Inflationary Pressure 


Despite important similarities between the general 
causes of inflation in private enterprise and in centrally 
planned economies, significant differences exist both in 
the process of inflation and its effects and in the mechan- 
ism of readjustment. 


These differences reflect essential dissimilarities both 
in the institutional framework of the two types of econ- 
omies and in specific economic policies which, though 
not essential to central planning, have become a lasting 
feature of the system. 


* Recent changes in the methods of planning and management 
have not resulted in any alterations of the methods of price 
determination, relevant for the problem of inflation, although 
they have given rise to extensive discussions of some aspects of 
price problems. 
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Since in the centrally planned economies virtually all 
industry, building, transportation and trade as well as 
most services are nationalized, almost all investment 
expenditure is government expenditure and almost all 


profits accrue to the government. Profits of enterprises 
are either retained for future investment or transferred 
to the budget; they do not, therefore, enter the stream 
of private income and have no effect on consumer de- 
mand or on savings. 


Personal income, in the centrally planned economies, 


The system of planning and price formation described in this 
section does not apply to Yugoslavia, which during the last five 
years has granted to individual enterprises the right to plan their 
output and to determine their prices without direct interference 
of the central authorities. 
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is composed almost exclusively of wages, salaries, 
peasants’ income in money and kind, and transfer pay- 
ments to individuals. This difference between the com- 
position of private income in centrally planned and in 
private enterprise economies, and the existence in the 
former of a single government-business sector, account 
for significant dissimilarities in the part played by 
various taxes, profits and savings in the two systems. 


THE ROLE OF TAXATION AND WAGE POLICY IN 
BALANCING DEMAND AND SUPPLY 


The fact that almost all income represents income of 
labour, together with the prevailing levets of consump- 
tion and the wide scope of State-financed social insur- 
ance, accounts for low average and marginal rates of 
private savings. In consequence, private savings offset 
only an insignificant part of investment and other gov- 
ernment expenditure; nearly all such expenditure is 
financed instead out of government revenue from profits 
and taxes. Income tax represents, in all centrally planned 
economies, only a small proportion of government 
revenue; and as a rule little reliance has been placed 
on changes in the rate of income tax as a means of 
restricting the growth of personal disposable income. 
The only significant exception has been the tax in kind 
paid by peasants in the form of compulsory deliveries 
at prices considerably below market prices. The small 
part played by direct taxation is closely related to the 
existence of a single business-government sector and to 
the structure of private income. Since the predominant 
part of these incomes is composed of wages and salaries 
paid by the government sector, it is largely a matter of 
indifference whether the change in the distribution of 
income in favour of the government, required by a rise 
in investment or government expenditure, is brought 
about by a curb on wages in relation to output before 
tax or by a rise in income taxes; the effect of these 
alternative measures on take-home pay is identical. All 
centrally planned economies have attempted in the past 
to restrict the growth of disposable income by restrain- 
ing the growth of wage payments rather than by raising 
the income tax. 


The largest part of government revenue is derived 


from the turnover tax, which has an altogether different 
role from that of indirect taxes in private enterprise 
economies; indeed the turnover tax in centrally planned 
economies is not easily distinguis able from enterprise 


profits. Since the turnover tax and profits together rep- 


resent the difference between cost and market price and 


since both accrue to the government sector, there~is 
little reason to treat them as distinctive economic cate- 


an indirect tax. ! 
turtfover tax is important chiefly for administrative and 
accounting purposes. Since unit cost of production and 
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prices received by the enterprise are fixed by the plan, 
changes in profits of the enterprise are an indication of 
improvement or deterioration in the input-output ratio 
of the enterprise and depend solely on its technical 
efciency. On the other hand, the difference between 
the market price and cost is largely influenced by 
changes in the allocation of resources in the economy 
and other factors independent of the efficiency of indi- 
vidual enterprises. In these conditions it is considered 
administratively expedient to define as profits of the 
enterprise only a very small part of the difference be- 


Although the role of the turnover tax in centrally 
planned economies bears some resemblance to that of 
profits in private enterprise economies, it differs from 
such profits in two important respects. First, it is im- 
posed almost exclusively on consumer goods; and 
second, unlike profit rates in the private enterprise 
economies, it has no effect on economic decisions. In- 
deed, a direct consequence of State ownership and 
central planning is the elimination of the profit motive 
as a determining factor influencing the growth of 
output and the allocation of resources between end-uses. 


prospective profits; and, therefore, wide discrepancies 
between the relative rates of profit in the consumer and 
producer goods sectors have no effect on their relative 
rates of growth. The centralization of output and in- 
vestment decisions in the government severs all links 
between movement of prices and profits in consumer 


and investment sectors. Thus, a rise in the pressure of 
consumer demand leading to higher prices, profits and 
turnover tax in the consumer goods sector has no direct 
effect on demand for investment goods and, therefore, 
need not influence prices and profits in the investment 
sector. A widening of the gap between the rate of profits 
in these two sectors will not by itself lead to any shift 
in resources towards consumption. High profits provide 
no basis for diverting resources from investment or 
from exports to consumption, nor for any change in 
the allocation of resources that is not in accordance with 
the plan. 


THE PRICE SYSTEM AND INFLATIONARY PRESSURE 


The lack of any definite relationship between prices 
of producer and of consumer goods and the special role 
played by the turnover tax in equating demand and 
supply of consumer goods are reflected in significant 
differences in price formation in these two sectors. 


Prices of producer goods, sold almost entirely within 
the government sector, are composed of cost, inclusive 


* Planned profits are calculated as a percentage of planned 
cost; a part of planned profits and a much smaller proportion of 
profits in excess of plan are transferred from the enterprise to 
the government budget. 
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of depreciation allowances, plus a certain percentage 
of cost defined as profits. These priges.are, in general, 
cost-determined, although their adjustment to changes 
in cost may be delayed, resulting during the intervening 
period in a change in the rate of profits or even in 
losses requiring subsidies. Since the bulk of investment 
is financed by the government sector and centrally allo- 
cated, any change in profits of investment goods indus- 
tries will be reflected only in government accounts and 
will have little effect on the economy as a whole. From 
the point of view of inflationary pressure the only rele- 
vant change in the investment goods sector is a change 
in the wage cost, which may inflate private income and 
raise effective demand for consumer goods. 


The method of price formation in the consumer sector 
differs basically from that prevailing in investment 
goods industries. Unlike prices of producer goods, prices 
of consumer goods include, in addition to a fixed percent- 
age markup over costs, a variable rate of turnover tax, 
which. is adjusted so as to clear the market for such 
goods. Thus, the aggregate market value of a given 
supply of consumer goods will tend to equal the total 
income available for consumption, consisting of the 
total wage bill plus transfers and payments to the 
peasants after deduction of income tax and personal 
savings. It follows from this method of pricing that 
there must be a definite relation between the amount of 
the turnover tax and the income paid_out for producing 
goods and services for other than consumption purposes. 
If there were no transfer payments, income taxes and 
personal savings, and if all workers were employed 
only in the sector producing consumer goods, the aggre- 
gate market value of these goods would be set so as to 
equal the incomes paid out in this sector, namely, the 
wage cost. Since, however, part of the labour force is 
engaged in activities which produce goods and services 
not available for personal consumption,® the wage bill 


of these workers also adds to the demand for consumer 


goods. It is therefore necessary to raise the prices of 


ratio of the wage bill of the investment sector to the 
wage bill of the consumer sector. Thus, setting aside the 
adjustment for transfer payments less income taxes and 
personal saving, the difference between the value and 
the cost of the aggregate supply of consumer goods must 
correspond to the wage bill in the investment sector. 
This difference, apart from the small margin of profits, 
is ‘absorbed by means of the turnover tax imposed upon 
consumer goods. 


It will be readily apparent that a shift in the alloca- 
tion of resources toward uses other than consumption 


will, other things being equal, increase the wace bill of 


Ee 3 : 
Strictly speaking, not available for sale to consumers, since 


ae goods and services are made available to consumers free of 
charge. 


investment workers in. 

will, therefore, call for a corresponding increase in con- 
sumer prices and in the rate of turnover tax.* Con- 
versely, an increase in the share of resources allocated 
to consumption will lead to price reductions. Similarly, 
for a given allocation of resources as between con- 
sumption and other uses, a change in unit wage costs 
brought about by a disparity between the rates of in- 
crease in output per man and in wage rates will also 
involve a change in demand for consumer goods in rela- 
tion to supply and will therefore require a change in 
prices and in the rate of turnover tax on consumer 
goods. Changes in unit wage costs may thus offset or rein- 
force the effect of changes in the allocation of resources. 
On the one hand, a decline in wage cost may, for in- 
stance, be instrumental in reducing personal disposable 
income in relation to total output, thereby offsetting the 
effects of a reduction in the share of consumer goods in 
total output; such a combined change would leave de- 
mand and supply in balance without necessitating any 
adjustment of prices. A rise in money wages in relation 
to total output, on the other hand, which in itself would 
result in pressure on prices of consumer goods, might 
be offset by a commensurate increase in the share of 
resources devoted to consumption.° 


One distinctive feature of the price system prevailing 
in the centrally planned economies is that whether an 
average rise or decline in unit wage cost occurs in the 
investment or in t s 1 prices 
of consumer goods will be identical so long as the ratio 
of consumption to national product remains unchanged. 
An increase in output per man in the investment sector ™ 


will, other things being equal, have the same effect on 


4 Disregarding transfer payments, direct taxes and savings, 
and treating income of peasants as equivalent to wages paid in 
consumer goods industries, the value of consumer goods may 
be assumed equal to the total wage bill in the economy, whereas 
their cost equals the wage bill in consumer goods industries. 
The ratio of value to cost will thus equal the total wage bill 
divided by the wage bill in consumer goods industries, or setting 
p=price of consumer goods, c=cost of consumer goods, W,= 
wage bill in consumer goods and W;=wage bill in the rest of 


p° W.+Wr Wr 


the economy: - =————— = ]+—. Since any shift in the 
c W ° W e 
allocation of resources away from consumption will, if unit wage 
Wr 


costs remain unchanged, raise the ratio—, it will require an in- 
e 
crease in prices of consumer goods and in turnover tax. 


5 Under the assumption specified at the beginning of the pre- 
ceding footnote, the combined effect, on the pressure of demand 
on consumer goods, of changes in the unit wage cost and in the 
allocation of resources as between consumption and other uses 
may be derived from the following equation: ; 


total wage bill 


Average unit price of consumer goods = 
volume of consumption 


total wage bill volume of consumption 


volume of national output volume of national output 
unit wage cost 


share of consumption in national output. 
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) prices of consumer goods as a corresponding® increase 
‘in output per man in the consumer sector; its effect in 
» either case would be a decline in the ratio of the total 
wage bill to the supply of consumer goods. A rise in 
wage rates in either sector, at a given ratio of consump- 
tion to national product, would have an opposite effect. 


The differences in the methods of pricing producer 
and consumer goods are also important in distinguish- 
ing between demand and cost inflation in centrally 
planned economies. Demand inflation has no direct 
effect on prices of producer goods, since these goods are 
centrally allocated; on the other hand, cost inflation, 
that is to say, a rise in unit wage costs, will directly influ- 
ence producer goods prices, although its effect may at 
times be delayed by government subsidies. In contrast, 
demand inflation directly affects prices of consumer 
goods, and even cost inflation, that is, a rise in unit wage 
costs, influences prices of consumer goods only indi- 
rectly through its effect on consumer income and de- 
mand. In consequence, a rise in unit wage costs in the 
centrally planned economies may be associated with a 
decline in prices of consumer goods, if it is accompanied 
by an increase in the share of national product allocated 
to consumption. 


PLANNING AND PROBLEMS OF IMBALANCE 


Since both physical and monetary flows are subject 
to planning, and there are specific plans to co-ordinate 
the money income of the population with the supply of 
consumer goods, it follows that any lack of co-ordination 
between various output and income plans may result in 
either an excess or a deficiency of effective demand. The 
elimination of a deficiency of demand would not present 
any difficulty in a centrally planned economy; a rise in 
money wages or a reduction in prices would clear the 
market and reduce government revenues from profits 
and turnover tax without any detrimental effect on the 
rate of investment and the rate of growth of national 
product. The elimination of excess demand, however, 
has proved a‘much more difficult problem during the 
post-war period. In certain periods of extremely large 
relative shifts in the allocation of resources in favour 
of investment or armaments, the planning authorities 
were aware at the onset that ex-ante adjustment of 
money incomes to the available supply of consumer 
goods would not be feasible and that the fulfilment of 
plans of output and investment was bound to give rise 
to inflationary pressures. Such inflation was allowed to 
develop in situations when the fulfilment of plans re- 
quired very severe restriction on the rate of growth or 
even a reduction in the absolute level of real wages. 


As a rule, however, the planning authorities not only 
attempted to avoid inflationary price increases but 
tended to increase real wages through reducing prices 
rather than through raising money payments. Under 


° Weighted by the share of wages in each sector in the total 
wage bill. 


such conditions, disproportions generating inflationary 
pressures arose either from defective planning or from 
failure to fulfil plans according to the original relation- 
ships that had been set among various targets. 


The possibility of disruption of relationships orig- 
inally planned between various output and income tar- 
gets stems primarily from the fact that the planning 
authorities do not have absolute control over factors 
which are crucial from the point of view of their infla- 
tionary effect. Among them, the most important are the 
plans for the supply of agricultural produce and the 
plans for productivity. Failure to fulfil plans for a rise 
in output per man entails an increase in employment 
above the planned quotas and disrupts the originally 
established balance of money income and outlays of the 
population. On the other hand, the supply side of the 
balance may be adversely affected by failure to fulfil 
planned increases in agricultural output, as a result 
either of unfavourable weather or of adverse effects of 
government policy towards the peasants. The disruption 
of plans for agriculture may in turn result in non- 
fulfilment of plans of industrially produced consumer 
goods largely dependent on agricultural raw materials. 
Furthermore, plans for the supply of agricultural prod- 
uce may be disrupted by the peasants’ unwillingness to 
deliver the prescribed compulsory quotas or by reducing 
their free sales to the urban population. 


An important factor tending to reinforce the infla- 
tionary effect of the disruption of plans for the supply 


were investment plans scaled down with a view of 
eliminating imbalances caused by the non-fulfilment 
of plans in consumer sectors or by larger-than-planned 
increases in incomes. The fulfilment of investment plans 
in such conditions, and even more, their over-fulfilment, 
would obviously result in a decrease in the share of 
consumption in national product below the ratio orig- 
inally planned, and would be reflected in a rise in the 
total wage bill in relation to the supply of consumer 
goods. 


In the foregoing review of the inflationary effects of 
non-fulfilment or over-fulfilment of production plans, 
it was assumed that no disruption of wage-rate plans 
occurred. However, this need not always be the case. 
Inflationary demand pressure may also result from an 
increase in wage rates in excess of the plan, unless it is 
associated with a commensurate increase in output per 
man above planned levels. A rise in wages in excess of 
planned rates could be the result of deliberate decisions 
of the central authorities or of unauthorized but often 
tacitly approved decisions of management of enter- 
prises. It might also result from pressure of labour for 


higher wages than those set in the plan. 


As productivity and the supply of labour are not 
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under direct control of the planning authorities, the 
government may sometimes find it necessary to_raise 
wage rates above levels originally planned in order to 
stimulate the inflow of labour from the countryside to 
the cities and to induce a larger proportion of the urban 
population to enter industrial occupations. ‘Similarly, a 


planned rise in output per man may prove difficult to 
achieve without exceeding the planned wage rates, either 
directly by increases across the board or indirectly by 
a greater than planned differentiation of wage rates. 


Pressure of labour for wage increases has taken 
various forms, such as absenteeism, high turnover, re- 
sistance against the upward revision of norms,’ and 
outright demands for wage increases and cessation of 
work. These pressures have frequently resulted in un- 
authorized wage increases, granted by managements of 
individual enterprises. Such unauthorized increases in 
wages have been stimulated—and often caused—by the 
shortage of qualified workers and have taken the form 
of competitive bidding up of wages by the managers. 
This was made possible by laxity of “financial discip- 
line”, which enabled managers to overspend the planned 
wage fund by diverting resources earmarked for other 
purposes, and by bank credits. Such transgressions were 
at times tolerated, however, if not actually encouraged, 
in cases when they were found necessary to fulfil pro- 
duction plans.*® 


The fact that, in spite of central planning of the wage 
bill and of wage rates, wages may increase in excess of 
planned rates, opens the possibility of a_price-wage 
spiral in the centrally_planned-economies. An initial 
increase in cost of living caused either by a relative shift 
in the allocation of national product in favour of uses 
other than consumption or by failure to reduce unit 
wage costs according to plan may generate pressure for 
higher wages. If such wage increases are not granted, 
workers may become restive and productivity may be 
adversely affected so that governments have occasion- 
ally found it expedient to raise wages above originally 
planned levels. By raising incomes, however, such wage 
increases in turn generate new pressures of demand on 
supply, which may have to be met by further increases 
in prices, and thus a price-wage spiral may develop. 


A rise in average prices received by peasants—either 
through outright price increases or through a reduction 
in the share of compulsory deliveries at lower prices— 
also has an inflationary effect similar to that of wage 
increases. Such an increase, which disrupts the origi- 
nally established balance of income and outlays of the 
population, has at times been unavoidable because the 


" Upward revision of norms amounts to a reduction of piece- 
rates. When the attempt to impose a reduction of piece-rates 
fails, the planned drop in unit wage costs will not be achieved 
and the planned balance between the income and supply of 
consumer goods will be upset. 


* A more stringent financial control over the disposal of enter- 
prise funds has considerably reduced unauthorized wage in- 
creases in several countries. 
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plans for the acquisition of agricultural produce at set 
prices have proved to be inoperative. 


As a general rule the authorities of the centrally 
planned economies have tended to achieve a balane ce 
between supply and demand without resort to rationing, 
by setting prices of consumer goods at a level equating 
supply and demand. Prices in State_and co-operative 
trade, however, have frequently been set below the level 
warranted by the demand-supply situation, resulting 
in shortages, queueing and speculation. Discrepancies 
between State prices and the price level equating supply 
and demand have at times also been reflected in a wide 
spread between official and black market prices for in- 
dustrially produced consumer goods and between State 
and free farm market prices for food. This duality of 
prices was often permitted despite significant differ- 
ences between the effects of price increases in State and 
in private trade. Whereas a rise in prices in State trade 
is similar to a tax on profits in private enterprise 
economies, and therefore has no secondary effect on 
demand pressure, a rise in prices on free farm markets 
or in unauthorized urban trade results in an increase in 
income of peasants and urban traders, and since the 
rate of savings of the population is generally low, espe- 
cially in a period of rising prices, such higher incomes 
add to the pressure of demand on the supply of con- 
sumer goods. During periods of rising prices, this policy 
of permitting dual prices may have been motivated by 
a desire to hold State prices down as long as possible 
even at the cost of haphazard distribution, on the as- 
sumption that lower paid workers would be more likely 
to take advantage of the lower prices in the State trade 
than would higher income groups. However, even dur- 
ing periods of general price reductions, prices of several 
consumer goods were frequently reduced more than 
changes in the supply-demand situation warranted, with 
the result that some pressure of demand against supply 
would remain. Although no conclusive information ex- 
ists about the reasons for such policy, it may be that such 
imbalance was due to some miscalculation. Since the 
planned reduction of prices must be related to planned 
changes in output per man, in the wage bill and in 
production of consumer goods, a failure to fulfil some 
of these targets or over-fulfilment of others would nec- 
essarily lead to an unexpected disequilibrium between 
supply and demand. 


Lack of correspondence between price levels and the 
supply-demand position has frequently led to involun- 
tary accumulation of liquid savings in the hands of the 
population. These savings have then continued to exert 
pressure on the supply of consumer goods in subsequent 
periods. In several cases demand pressure was reflected 
mainly in specific shortages, especially in shortages of 
meat and fats, while the supply of other consumer goods 
seemed to be adequate at a given price level. This would 
seem to lead to the conclusion that a change in relative 
prices might have been sufficient to eliminate shortages 
without affecting the general price level. Often, how- 
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ever, especially in a period when demand was shifting the excess demand. In such conditions an increase in 
towards higher quality goods (for instance, from bread prices of goods in short supply could hardly have been 
and potatoes to meat), only a very substantial rise in compensated by a reduction in prices of other goods 
prices of goods in short supply would have absorbed sufficient to leave the cost of living unchanged. 


Price Developments, 194.9-1956 


The intense inflationary pressures of the immediate ence of unused capacity and was aided by foreign 
post-war years were followed in the centrally planned grants, two factors which in the later period were of 
economies by a relaxation of tensions towards the end little importance in the centrally planned economies. 
of the reconstruction period. This phase was in turn Nationalization of productive resources and central 
succeeded by a new period of inflationary pressure, planning were both still in their initial stages during 
associated, in most countries, with the inception of long- the earlier period, so that the inflationary processes of 
term plans of economic development. This second period that period cannot be considered as typical for the 
of inflation lasted, for most countries of the group, until planned economies. By 1949 the process of reconstruc- 
about 1953, and was followed by several years of de- tion had been completed in almost all countries and 
clining prices. the framework of the new system was, broadly speaking, 

The inflation between 1945 and 1949 differed in established. The essential difference between the char- 
fundamental respects from that which developed dur- acter of inflationary developments during these two 
ing the subsequent period. The problems faced by most periods, as well as the extreme scarcity of data relating 
of eastern Europe during the years following immedi- to the earlier period, makes it expedient to limit the 
ately after the end of the war were in many respects following analysis to the period from 1949 to 1956. 
similar to those of the western European countries which Despite the similarities in the institutional framework 
had suffered war damage and occupation. The solution and in programmes of economic development of the 
of these problems was greatly facilitated by the exist- centrally planned economies, the direction of changes 


Table 37. Price Indices of Consumer Goods, by Country 


(1953 = 100) 
Country and item 1949 1950 1951 1952 1954 1955 1956 
Bulgaria —— —~_ 
ae and co-operative trade, retail prices........... 74° 94, 105 107 89 83 Ui 
eee ee See ee ee PE SE SEs Le ssc wlcie ne xe Rent ee. 104, 88 84 719 
OPNIIR AIO Fe SN os Poe eg kas cto aoe ees es oe sua sate qt 90 a ie 
Calloctive Tart metrket prices... /.--...--..-...5.: Prac Mia Ais res 93 
China, mainland* a 
ibivede; rebel prices y% 02.22. e ones Hee. ces ees: se 86 95 96 100 a a 
Siempler kaeid 2.5 See eee ee ee eae ee ee neo 5 Ae sie ee 96 100 ae ie 
Sepiapainte SOOO CoN. slay ae Aen ene ores - +> ae Sete nee 89 103 me ve 
Dyer li Ae ee is Si at eee eee sy ee fe. 100 100 
[SSE Ey nes ee ee ee ane pe vee es 97 102 103 103 
Datly“necessities” nna esc er ntecw nese cree: 99 99 100 100 
Czechoslovakia 
State and co-operative trade, retail prices........... aa ae " a i a a 
ey 3 ong 2: 
ste ER iprrenne ks ae ete e gT ag” Be 
SD Ae ee Oa °-. 85 86 78 73 69 63 
cae pe “8 0 ng a ae a 91 93 102 04. 92 91 
Ce MIE AAR, cha, so snoet s 100 100 100 100 100 100 
Other goods and services.........---.-++0+eeees 127 132 125 93 9 
Eastern Germany? ; 16 a a es 
“alee retail prices, goods and aa fa ; . | ; a a a i as a 
: me ‘eh eh I ot oe eameieiaa Pe e me 100 % 8 
Bnd cc ga ce aeenernerbennrr ree : 100 i 
ee ea - ee a fae a 3 a 
pee ee a Ae 113 93 93 97 98 94 
Be tan i 134 126 125 100 100 100 
ee ors os ee ne 100 100 100 100 100 100 
ee arr 107 107 99 102 102 102 
ousehold goods........2.+.++-++- ae at oe 5 Me oe 


CERES CEVA CES ttre elon ie ecarel Mevsie wile aps os @ 
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Table 37. Price Indices of Consumer Goods, by Country (continued) 
(1953 = 100) 
Country and item 1949 1950 1951 1952 1954 1955 1956 
Hungar ; 6 
Sate anl co-operative trade, retail prices........... a a ae 
ING Con aG Ebon ar arco omborimne Dome Odo fiat 
i 100 98 98 
Industrial go00dsae omc oe can emit ore cies eine Ne. eS 
iving i 59 72 100 95 94 
Goat of liging inde kes aetna tikes ees cy 
CLS Ne A ee ON a th 62 64 72 101 96 97 93 
ieliand Lighted oti iar tbs. in Aeeeen Mae 81 82 86 89 104 104 
Household furnishings. shy su sci < wo ace erect sels ae 12 12 103 re a 
SOTVICe St eeitaee mat Ne Sine th node nia nmlareroeeun age 86 89 90 99 
Poland 
il pri i fe Z 56 62 71 94 91 91 
pil ade ict pricey Sod sed Fee ee ne 95 
State and co-operative trade... .....+.+--+++eeseee 45 48 oe 3 se tbe Be 
Collective arn prices. cn eosin dy stare ee eer nial ith 45 Me 2 
Gat ering Waren teres renal ein te wr Pe eee ee 51 53 60 80 7 = or 
Industrial. go0ds 45.ciedents fen om te einemnal -'r nelemee sos 59 64. 72 q s 
Serve Sete arene eta. htceenr Saueyausssrsisieme Pea tetd essen 68 69 a 71 98 98 9 
USSR = ar 
ae ec We Se ge i 
Eadusirial goOds.piqes sn. crevice ence acs «cova win Hye 137 114 108 108 
Collective tarm-market prices 22) cn.% aa ne oe bs 107 108 107 110 110 101 
Yugoslavia 
All race, Tetall PriCeS wr tmaarais aaeeula sta etd dire s > 46 61 124 93 99 113 118 
Costin MVNO INdEXE 0. an eoidnn te eam ok oiaie om atearrs bee 118 96 98 lll 117 
LCT R50, oth ac corte. AMEN Sopa eee re ote is 93 100 118 125 
Clothinis otis earn ceteris eben aio ee vies 102 83 89 90 
Puella uieht Yee) ee nthe waatyNaNceraerpoels Cie seiner 114 106 114 120 
FRO Eee eee gee ns erie ake a es 57 112 130 135 
PRUs IS oa tet hous ioh cers ar aaa cs grey sTeusteyulo cls. ie 94 96 99 100 
Othersservicesircey suction oreanie Sucre site tevopeasvetecotes 88 nia 123 133 


Source: Bulgaria: Statisticheski Godishnik na Narodna Republika 
puerta, 1956 (Sofia), and Statisticheski Izvestia, Nos 1, 1958 
Sofia). 

Chine, mainland: Report on fulfilment of plan for 1956, State 
Statistical Bureau (Peking). 

Czechoslovakia: Statisticka Rocenka Republiky Ceskoslovenske, 
1957 and Statisticke Zpravy, No. 4, 1957 (Prague). State and co- 
operative retail trade price index derived from data on retail 
sales in current and constant prices. Aggregate cost of living 
index and the index of food prices, 1954-1956, from Statisticka 
Rocenka, 1957; all other data on cost of living are estimates 
published in United Nations, Economic Survey of Europe in 1953 
(sales number: 1954.11.E.2) and United Nations, Economic 
Bulletin for Europe, vol. 8, No. 1, 1956 (Geneva). 

Eastern Germany: Statistisches Jahrbuch der Deutschen Demok- 
ratischen Republik, 1956 (Berlin). 

Hungary: State retail sales price index derived from the value 
of retail sales in current prices and the volume index in 1955 
prices reported in Statisztikai Evkonyv, 1949-1955 (Budapest). 
Cost of living index, 1949-1955, from same source; that for 
1956 from reply of the Hungarian Government to a United 
Nations questionnaire. 

Poland: Rocznik Statystyczny, 1957 (Warsaw). 

Union of Soviet Socialist Republics: State retail prices: 
Narodnoe Khozyaistvo SSSR (Moscow, 1956); collective farm 
market prices: same source, and Sovetskaya Torgovlya, 1956 
(Moscow). 

Yugoslavia: Statisticki Godisnjak, 1955 and 1957 (Belgrade). 

@ Hight cities. ; 

» No official index of cost of living is available for the period 
prior to 1954. The aggregate index for 1950 to 1953 and the 
indices of prices of clothing, fuel, light, rent and other goods 
and services for 1950 to 1956 are estimates based on prices in 
December 1950 to 1952, June 1953 and April 1954 to 1956. 
The aggregate index and food index for 1954 to 1956 are official 


indices referring to April of each year. The difference between 
the estimated and i indices for the years for which the 
latter were available was insignificant. Similarly, there was little 
difference between the average annual data and the indices 
referring to April from 1954 to 1956. It is probable that owing 
to much greater amplitude of changes between 1950 and 1954 
the difference between the annual averages and data based on 
prices referring to a single month were much greater. In con- 
sequence the indices for 1950 to 1954 may not reflect adequately 
the movements of the average price levels and should be con- 
sidered mainly as a rough indication of the direction and 
intensity of shaapee 

° The indices reproduced in the table are at variance with an 
index of retail prices derived from data on retail trade in current 
and constant prices published in Neues Deutschland, 13 February 
1958. The derived data seem to indicate that the decline in 
prices between 1950 and 1956 was considerably smaller than 
that shown by the index given in the table, particularly in 1951. 
The lack of information on the cause of this discrepancy makes 
it dificult to assess which of the two indices reflects more 
accurately the price movements during that period. 

4 For an industrial worker’s family with an average monthly 
income of 396 Deutsche marks, and with four persons. 

¢ Weighted average of food, and tobacco and beverages. The 
weights (42.1 and 7.8 per cent) represent the share of these 
expenditures in family budgets in 1955 (Wirtschafts Wissen - 
schaft, No. 5, 1956). 

‘Weighted average of education and entertainment, and 
transportation. The weights (3.4 and 2.3 per cent) are from 
Wirtschafts Wissenschaft. 

«For a worker’s family with four persons. 

» Weighted average of food, and tobacco and beverages. The 
weights (55.8 and 5.5 per cent) represent the share of these 


13 eine in family budgets in 1955 (Statisticki Godisnjak, 
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in price levels from 1949 to 1956, their turning points 
and intensity varied from country to country. This will 
not be surprising if account is taken of the fact that 
at least at the beginning of the period the countries 
differed considerably with respect to the stage reached 
in development, the degree of government control, and 
general economic, political and social conditions. 


THE PATTERNS OF CHANGE 


Three broad patterns of price change emerge from 
the examination of consumer price movements during 
this period (see table 37). In one group of countries 


upward movement was interrupted in two instances by 
temporary price declines. In the last two countries— 
Eastern Germany and the Soviet Union—consumer 
prices were declining throughout the period. Here, even 


to a larger extent than in the first group, the decline 
tapered off and was almost brought to a halt in 1955. 


There were also pronounced differences in the mag- 
nitude of changes among countries. In the first group of 
countries, where the upward trend of prices was reversed 
in the middle of the period, the rate of increase appears 
to have been lowest in Czechoslovakia, where between 


1950 and 1953 consumer prices rose by 32 per cent. 


It was somewhat higher in Bulgaria, where between 
1949 and 1952 prices in State and co-operative trade 
increased 44 per cent, but much steeper in Hungary 


and Poland, where the increase during the three years 
preceding the peak was as high as 78 per cent and 79 
per cent, respectively (see table 37). The decline in 
prices during the following period was not sufficient, in 
most of these countries, to bring the index down to its 
former level, owing to the fact that wage earnings in- 
creased very substantially during the period of mount- 
ing prices and continued to climb after reversal of the 


® Romania has not so far published any general price indices. 
The scattered information on prices of specific commodities 
indicates an upward movement until 1952. Thus, between June 
1950 and December 1952, ration prices of food and clothing 
increased while prices of similar goods on free sale in State 
trade declined. Between December 1952 and September 1953, 
these movements were reversed. Lack of information on the share 
of rationed and non-rationed purchases precludes any definite 
conclusion about the combined effect of these changes on the 
average price levels, but it appears that the average level of 
prices in September 1953, though below that of December 1952, 
was considerably above that of June 1950. The elimination of 
rationing at the end of 1954 was accompanied by a rise in the 
average price level of about 15 per cent, as indicated by the 
implied price index derived from data on retail trade in 1954 
and 1955, in current and constant prices, given in Anuarul 
Statistic, 1957 (Bucharest). In 1956, prices declined by 3 per 
cent. The conclusion with respect to price increases prior to 
1953 is supported by the fact that the revenue from the turn- 
over tax during that period was increasing substantially in rela- 
tion to the value of retail trade. 
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trend. Thus, the decline in prices between 1953 and 
1956 amounted to 16 per cent in Czechoslovakia, 7 per 
cent in Hungary and 8 per cent in Poland. Bulgaria 
appears to be the only country where the price level of 
consumer goods in State and co-operative trade was in 
1956 close to the 1949 level. 

In mainland China, which was able only in 1950 to 
halt the hyper-inflation inherited from the civil war, 
prices declined by 20 to 30 per cent during that year, 
but from 1950 to 1956 they increased again by about 
20 per cent. The largest part of this increase took place 
in 1951 in connexion with the acceleration of indus- 
trialization and a rise in military expenditure asso- 
ciated with the Korean hostilities; since then the rate 
of price increase has averaged less than one per cent 
per annum. 

Yugoslavia experienced the largest over-all increase 
in prices between 1949 and 1956; the index for 1956 
was 2.5 times higher than in 1949, although somewhat 
below that of the highest level reached in 1951. The 
maximum price increase, amounting to about 270 per 
cent, occurred from 1949 to 1951, but this was followed 
by a decline of 25 per cent in 1952. Consumer prices 
rose again by 7 per cent in 1953 and remained at about 
this level in 1954, but from 1954 to 1956 the index rose 
again by 18 per cent.!° 

As mentioned above, the Soviet Union and Eastern 
Germany were the only two countries of the group-which 
experienced a sustained decline in _consumer_prices 
through most of the period. In the Soviet Union the 
downward movement began after derationing and the 
monetary reform of 1947, which eliminated the liquid 
savings accumulated during the war. Prices continued 
to fall until 1954. In 1955 and 1956, prices in State and 
co-operative trade remained at their 1954 level, but the 
decline in prices on collective farm markets in 1956 
resulted in a further drop in the cost of living. This 
sustained reduction in prices of consumer goods, in 
conditions of continuous economic growth, brought 
down the index of retail prices in State and co-operative 
trade in 1954 by some 56 per cent as compared with 
the fourth quarter of 1947; between 1950 and 1954, 
prices declined by 26 per cent. The reductions in prices 
in State and co-operative trade were not always accom- 
panied by parallel movements on the collective farm 
markets. From 1947 to 1950, prices on the collective 
farm markets declined much more, and from 1950 to 
1956 much less, than prices in State and co-operative 
trade. These divergent movements of prices on differ- 


1° The cost of living index rose by 17 rather than 18 per cent. 
The data in the text refer to the index of retail prices, because 
no index of cost of living is available for the period 1949-1952. 

‘1 When compared with pre-war levels, prices on the collective 
farm markets in 1947 were much higher than State prices. From 
1950 to 1956 State prices declined by 26 per cent while prices on 
collective farm markets, after considerable fluctuations, were 
lower by 6 per cent. 

The share of collective farm markets in total trade fell from 
14 per cent in 1940 to 12 per cent in 1950, and 7 per cent in 
1956; their share in total sales of food was 20 per cent in 1940, 
18 per cent in 1950 and 12 per cent in 1956, 
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ent markets were not, however, in the long run of such 
a magnitude as to affect appreciably the changes in the 
aggregate price level. Thus, the combined index of 
consumer prices declined from 1947 to 1956 by 59 per 
cent and from 1950 to 1956 by 25 per cent.’” 


In Eastern Germany between 1950 and 1956, the 
official index of retail prices fell by 33 per cent and 
the index of cost of living by 38 per cent. Most of the 
decline took place between 1950 and 1954, while during 
the two subsequent years, the over-all reduction did not 
exceed 3 per cent. The actual decline from 1950 to 
1956 was probably much smaller than indicated, as is 
implied by new, presumably revised, data on retail sales 
in current and constant prices.’* 


The causes of the considerable differences in direction 
and magnitude of price movements in individual coun- 
tries will be analysed in the following section. At this 
stage it suffices to mention that this disparity of price 
movements reflected differences in changes in the rate 
of investment and unit wage costs which in turn were 
Rete fclsicutotiealabilie of unused capacity_at 
the beginning of the period, to the character of organi- 
zation and planning, as well as to the abilities of gov- 
ernments to control the movement of wages and other 
income payments to the population. Both in Eastern 
Germany and in the Soviet Union an important role 
was played by the availability, at the beginning of the 
period, of unused or damaged capacity in industry as 
well as in agriculture, which could be put into operation 
without considerable outlays. In addition, in Eastern 
Germany an important factor enabling the Government 
to reduce prices was the elimination of reparation pay- 
ments, which made it possible to increase the share of 
national product used for domestic consumption. 


Despite considerable differences in the pattern of 
price changes over the period 1949-1956 as a whole, 
most of the centrally planned economies introduced sub- 
stantial price reductions between 1953 and 1956. This 
fall in prices in conditions of rising levels of output and 
employment is in sharp contrast with price movements 
in industrial private enterprise economies, where there 
has been no important decline in price levels since the 
war. The main reason for this dissimilarity seems to be 


the difference in the way in which a rise in productivity 


is passed on to consumers in the two systems. While in 
ee 
the private enterprise economies an increase in produc- 


“ Based on the following statement contained in the reply of 
the Government of the Soviet Union to the United Nations 
questionnaire of 29 October 1957 on inflation: “Taking into ac- 
count the decline in prices of goods acquired by the population 
on the kolkhoz markets, the purchasing power of the rouble 
increased, by the end of 1956, 2.44 times as compared to 1947, 
and, compared to 1950, 1.33 times.” 


*“ Neues Deutschland of 13 February 1958 published in 
graphic form an index of retail sales in current and constant 
prices, which seems to indicate that retail prices fell by only 
15 per cent between 1950 and 1956. Lack of information on the 
methods of computation and the coverage of these indices makes 
it difficult to derive a definite conclusion as to the actual rate of 
decline of consumer prices during the period. 
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tivity is generally reflected in higher money wages, in the 
centrally planned economies the general _ tendency has 
been to pass on the effects of rising productivity through 
price reductions rather than through increases in money 
wage rates.”* It is significant that no such policy could 
be applied successfully in the presence of extreme 
strains imposed upon the economies by rising rates of 
investment and other government expenditure charac- 
teristic of the initial period of implementation of the 
plans for rapid economic growth. Thus the Soviet 
Union, which during the post-war years has achieved 
very considerable price reductions, went through a 
period of almost continuous inflation before the Second 
World War, not unlike that experienced by most of the 
centrally planned economies at the inception of their 
plans of development between 1949 and 1953. The pat- 
tern of price movements, if not their amplitude, was 
in many respects similar in both cases. In the Soviet 
Union after the First World War, as in the other coun- 
tries after the Second World War, inflation inherited 
from the war was halted towards the end of reconstruc- 
tion, but, after a period of price stabilization, strong 
inflationary pressures developed again under the impact 
of the first stages of fulfilment of the long-term plans of 
economic development. When the difficulties of the ini- 
tial period of industrialization were over, prices began 
to decline. In the Soviet Union prices of consumer goods 
were rapidly increasing between 1928 and 1935, and the 
derationing, which took place during that year, was 
associated with the beginning of the period of declining 
prices, which lasted until 1938. This trend was inter- 
rupted by the internal changes related to the imminence 
of the Second World War, and, from 1938 on, the up- 
ward movement of consumer prices was resumed. The 
amplitude of price variations during that period cannot 
be traced on a year-to-year basis, owing to lack of data; 
but the magnitude of the rise in prices is roughly indi- 
cated by the following indices for isolated years, derived 
from official statistics:1* 1928 = 100, 1932 = DUES 
1937 = 525, 1940 = 625. 


CHANGES IN COMPONENTS OF THE COST OF LIVING 


A comparison of price changes of individual items 
included in the general index, reproduced in table 37, 


shows significant disparities between the movements of 
: rn ani cba seis at 7a Biscrtb coy 


“* Similarly, increases in real personal income, made possible 
by a relative shift in allocation of resources from investment to 
consumption, have also been frequently brought about by price 
reductions rather than by increases in money wages. 

** Obtained by dividing the value index of retail sales by the 
volume index. The value of retail sales in current prices is given 
in Socialisticheskoe Stroitelstvo, 1936, and Narodnoe Khozyai- 
stvo SSSR (Moscow, 1956). The index of volume was published 
in Voprosy Ekonomiki, No. 10, 1957 (Moscow). While these 
data indicate the average changes in prices of rationed and non- 
rationed goods in State trade, they do not reflect price moye- 
ments in the collective farm markets. The inclusion of farm 
market trade and prices in the index would probably accen- 
tuate the price increases between 1928 and 1932 and reduce their 
rate of increase during the subsequent period. 


16 + Pa. ‘ . . 
Weighted average of “commercial” and ration prices, 
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food prices, of industrially produced consumer. goods, 
and of services. In almost all countries the increases in 


is divergence is due to 
the much slower rise in the supply of food than of other 
consumer goods in relation to demand, and reflects the 
difficulties encountered in almost all countries in raising 
agricultural production. An exception to this pattern is 
to be found in Eastern Germany, where food prices de- 
clined much more than those of manufactured goods 
throughout the period. This was probably due both to 
the very high level of food prices in relation to manu- 
factures in the beginning of the period, and to a con- 
siderable increase in imports of food. A rise in commer- 
cial exports of industrial goods, partly influenced by 
declining reparation payments, made it possible to in- 
crease imports and raise the supply of food in line with, 
or more than, that of industrial goods. Similarly, 
although for different reasons, in the Soviet Union 
prices of food also declined more than those of indus- 
trial goods between 1947 and 1953. During part of this 
period, from 1947 to 1950, the greater decline of food 
prices was due to a swift recovery of agricultural pro- 
duction. This recovery made it possible to lower the 
ratio of food prices to those of industrial consumer 
goods, which had been extremely high in 1947 owing to 
particularly depressed conditions in agriculture. How- 
ever, from 1950 to 1953, the rise in agricultural output 
and in State procurement of food, especially of items for 
which demand was increasing rapidly, was rather lim- 
ited, and the decline in food prices during that period 
does not seem to reflect adequately the change in supply- 
demand relations. This is partly indicated by the failure 
of free market prices to follow the lead of State and 
co-operative trade. From 1953 to 1956 food prices in 
State and co-operative trade declined, although not as 
much as prices of industrial goods, while food prices in 
collective farm markets rose in 1954 by 10 per cent 
above 1953 and returned only in 1956 to their 1953 
level. 


The prices of services in countries for which data are 
available have shown a great degree of rigidity i great degree of rigidity in the 
periods of both mounting and falling prices. This re- 
sulted from the general policy of keeping rents and 


prices of several comfnunal and cultural services ata 


very low level, frequently below cost. In Yugoslavia, 
however, where the system of centralized fixing of prices 
was abandoned after 1949 and individual enterprises 
were allowed to price their goods or services according 
to the market situation, prices of services, previously 
also at relatively low levels, increased after 1952 at a 
rate much steeper than that of the general cost of living. 


PRICE CHANGES IN PRODUCER GOODS 


It was pointed out earlier that whereas prices of con- 
sumer goods are as a rule demand-determined, those of 


producer goods are cost-determined. The consequence 
of this method of price determination is that a rise or 
decline in prices of consumer goods, induced by a 


change in the allocation of resources between end-uses, 
will not generally be associated with an increase or a 
decline in prices of producer goods. The disparity of 
price movements in these two sectors may be further 
accentuated by the frequent use of budgetary subsidies 
to keep prices of producer goods stable. The scarcity 
of data on prices of producer goods in the centrally 
planned economies makes it difficult to trace the move- 
ment of those prices over any length of time. However, 
scattered information and implicit indices, derived from 
data on output in constant and current prices, indicate 
that prices of producer goods generally lagged behind 
those of consumer goods; they increased much less dur- 
ing periods of rising consumer prices and either de- 
clined less or failed to show any drop during periods of 
falling consumer prices. In Poland the implied index 
of prices of investment goods shows an increase from 
1949-t 1955 of about 21 percent and the implied 
index of prices of consumer goods, a rise of about 68 
per cent. In Hungary the implied price index for in- 
vestment indicates a rise between 1949 and 1954 of 
8 per cent, and the implied price index for consumption, 
a rise of 83 per cent.?” 


Information on price movements of producer goods 
in the Soviet Union seems to indicate that although 
prices of both producer and consumer goods were re- 
duced by approximately 40 per cent from 1949 to 1955, 
the timing of these changes was not uniform. Through- 
out the war and until 1947, average retail prices in State 
and co-operative trade had been increasing,** whereas 
producer goods prices had been kept at their 1941 level 
with the aid of heavy subsidies. Prices of consumer 
goods reached their peak in 1947 and began to decline 
but prices of producer goods were maintained in general 
at their former level up to January 1949 when they were 
increased by 56 per cent.'® This move, associated with 
the abolition of most of the subsidies, was followed by 
successive reductions which brought the prices of pro- 
ducer goods down by 32 per cent below their 1949 
level in January 1952 and by another 11 per cent in 
July 1955, the total decline between 1949 and 1955 
amounting to 40 per cent. 


In Eastern Germany the decline in prices of consumer 
goods was accompanied by very considerable increases 
in prices of producer goods. While aggregate indices of 
prices of producer goods are not available, their gen- 
eral trend is clearly indicated by data on prices of 


17 The indices were derived from data on accumulation and 
consumption in constant and in current prices as registered in 
national income statistics. 

18 As a result not only of increases in prices but also of a rise 
in the share of non-rationed to total sales. Ration prices re- 
mained unchanged throughout the war, but were increased in 
1946. 

19N,. Kisman and I. Slaynyi, Sovietskie Finansy (Moscow, 
1956). 
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several investment goods,?° and by estimates based on 
comparison of indices of consumer prices with the gen- 
eral price index derived from data on national income 
in constant and in current prices. The rise of prices of 
producer goods was mainly due to the gradual elimi- 
nation of subsidies, since unit wage costs during this 
period were declining. 


PRICE VARIATIONS AND CHANGES IN 
SUPPLY-DEMAND POSITION 


Since prices in State and co-operative trade are de- 
termined by the government, their movement does not 


2° According to Statistische Praxis, No. 3, March 1957, the 
following price increases took place between 1950 and 1954: 
Siemens-Martin crude steel ingots, 40 per cent; pre-rolled ingots, 
30 per cent; flat bars, 81 per cent; seamless pipes, 12 per cent; 
copper plate, 150 per cent; hot rolled steel plates, 19 per cent. 


necessarily reflect the changes in intensity of pressure 
of demand upon the available supply on a year-to-year 
basis. Upward adjustments of prices of consumer goods 
frequently lagged” behind the rise in demand, while 
price reductions were often greater than justified by 
the rise in supply in relation to effective demand. In ad- 
dition, changes in price levels were often the result of 
measures aimed at correcting maladjustments between 
supply and demand inherited from the past rather than 
those generated during the current year. Thus, price 
changes during a given year were influenced by meas- 
ures such as the introduction or elimination of rationing, 
or as a monetary reform involving the cancellation of 
liquid assets accumulated during an earlier period. 
Price changes were also used occasionally as a means of 
arresting or of promoting a change in the distribution 
of income among various groups of the population. 


Table 38. Indices of Consumer Prices, Wage Bill and Retail Sales, Selected Countries 
(Preceding year = 100) 


Country and item 1950 
Bulgaria 
State and co-operative trade, retail prices........... 126 
IW abe bill eerie. Memcrmiaiisals hateiey bere. dere otha wiware «a'r lll 
Retail sales in constant prices fac. etre ope ew yes 114 
Retail gales am Current prices scr. ssp Maltreaia evi vet: 143 
Ratio of wage bill to volume of retail sales*......... 98 
Czechoslovakia 
State and co-operative trade, retail prices........... for 
Weare bill em Us thesimrm i AL aRanle done ebtaiee theca 123 
Retail calesian comstant pricesenyat- sae.) p 1. nies = — 


etal sales mm Current, prices. tn an oier aeame ied: 
Ratio of wage bill to volume of retail sales*......... 


Eastern Germany 
Retail prices, Ol C0008. cr. iide ce Ramee Nate seine eons 
Wage Fill MES Mtn brates Meet nee are We ee RE 
Retail sales imiconstant prices... csa..+ +s sieve oe ae « Sed 
Retail sales inicUrrent prices, «15 ate on hans <ul 134 
Ratio of wage bill to volume of retail sales* 


Hungary 
State and co-operative trade, retail prices........... 106 
Wiaeer Dill ammeter cry ote un CHEE. oer n'a oo ¥ Atk 132 
Retail cares cousianl priceduc. senierat es cath antes 109 
Retail saleaun current prices... aaceeokiek ses oe vals (115) 
Ratio of wage bill to volume of retail sales*......... 121 
es 
CrAlL DIIC@E.O1 00S tray urna ee Laker es 
Wage Bill niet WRG URaccmea mee ys i 14 
Retail sales'im constant prices... ...cs. 00.04 050sss 109 
Retail ealesiin current prioes,/. «sap witeisis shee meas 6 y 118 
Ratio of wage bill to volume of retail sales*......... 132 


1951 1952 1953 1954 1955 1956 
112 103 93 89 94 93 
122 123 115 114 108 106 
89 122 114 124 112 115 
99 125 106 110 106 105 
137 101 101 92 95 92 
aut 22 ~- 94 97 98 
118 111 112 lll 105 107 
2 Se i: 118 110 109 
ill 107 107 
94 95 98 
88 89 93 92 97 100 
114 ll lll 114 103 103 
141 131 117 118 110 104 
124 117 109 109 106 104 
81 85 95 97 94 99 
121 140 103 96 100 99 
123 144 116 112 104 109 
100 90 lll 120 105 lll 
(21) = (126) 114 115 105 110 
123 160 104 94 98 98 
110 116 143 93 97 
120 5 151 110 108 116 
106 104. 97 119 lll 115 
117 120 138 lll 107 115 
114 lll 156 93 98 100 


SUE 


Source: Annual price changes based on table 37 except as 
indicated. Other data as follows: Bulgaria: Statisticheski Godish- 
nik na Narodna Republika Bulgaria, 1956, and Statisticheski 
pian Ne aie eee 

zechoslovakia: Statisticka Rocenka Republiky Ceskoslovensk 
1957 and Statisticke Zpravy, No. 3, 1957. ficte pre tticn 
Statistisches Jahrbuch der Deutschen Demokratischen Republik 
1956. Retail sales in constant prices obtained by deflating the 
current price data by the retail sales price index of goods. 
Hungary: Statisztikai Evkonyv, 1949-1955, Statisztikai Havi 
Kozlemenyek, No. 7, 1957 (Budapest); United Nations, World 


Economic Survey, 1955 (sales number: 1956.1I.C.1). Retail sales 
in current prices for 1949-1951 estimated by converting data 
in constant prices by use of the cost of living index. For 1956 
retail sales in constant prices obtained by deflating data in 
current prices by the cost of living index. Retail price index 
from table 37, extrapolated by the cost of living index. Poland: 
Rocznik Statystyczny, 1957. Retail trade in current prices ob- 
tained by converting data in 1956 prices by the index of prices 
of goods. 


“Indices of wage bill divided by indices of retail sales in 
constant prices. 
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Thus, in some instances wages and prices were raised 
simultaneously with the aim of reducing the real income 
of non-wage earners, particularly of peasants, and also 
the real value of accumulated saving. 


The influence of these factors makes it difficult to 


Since the wage bill is the major element in variations 
of effective demand, a rise in the ratio of the wage bill 
to the volume of retail trade indicates an increase, and 
conversely a decline in the ratio suggests a decrease, 
in the pressure of demand upon supply. On the other 
hand, if the change in this ratio is compared with the 
change in prices it will indicate whether retail prices of 
consumer goods were set at a level corresponding to the 
new supply-demand position. 


The indices of annual changes in the wage bill and 
the volume and value of retail trade, reproduced in 
table 38, indicate that very frequently in periods both 
of rising and of declining prices,changes in prices of 
consumer goods did not adequately reflect current 
changes in demand-supply relations. In Bulgaria, in 
1950, the ratio of the wage bill to the supply of consumer 
goods declined but prices were raised, probably with 
the intention of eliminating the pressures of demand 
generated earlier. In contrast, in 1951 and 1953 prices 
increased less than the rise in the ratio of the wage 
bill to the supply of consumer goods, and in 1954 price 
reductions were greater than the decline in this ratio, 
thus indicating a widening discrepancy between the 
demand and supply at given prices. In Eastern Ger- 
many, price reductions were in general kept in line with 
the change in the ratio of wage bill to supplies, but in 
1953 and 1954 the pressure of demand seems to have 
increased as a result of a more than warranted reduc- 
tion in prices. The fact that both in Eastern Germany 
and Bulgaria, as well as in several other countries, the 
gap between supply and demand appears to have been 
widened in 1954 seems to reflect the non-anticipated 
wage increases which were granted during this period 
as a result of over-all changes in economic policy. In 
Hungary and Poland the annual increases in the wage 
bill between 1949 and 1953 continuously exceeded the 
increases in the volume and in the value of retail trade, 
thus indicating that the price level was consistently 
below the level required to equate demand and supply. 
From 1953 to 1956 the changes in prices both in these 


21 The wage bill represents the major share of the money in- 
come of the population, the other two important items being 
transfer payments and the money income of peasants. 
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countries and in Czechoslovakia were more synchro- 
nized with changes in the ratio of the wage bill to that 
of the volume of retail trade. 


It has already been mentioned that conclusions de- 
rived from a comparison of indices of the wage bill 
with those of the volume and value of retail sales must 
be treated with caution, largely because they do not 
reflect changes in peasants’ income, transfer payments 
and taxes. Since 1952, demand seems, in fact, to have 
increased more than is indicated by the rise in the wage 
bill. In connexion with measures designed to expand 
agricultural output, such as the increase in prices paid 
to the peasants and a reduction in delivery quotas and 
in income tax, peasants’ income rose considerably. In 
addition, various transfer payments to the population 
were increased, and subscriptions to loans were reduced. 
It is, therefore, possible that the combined effect of these 
measures was to increase the disposable income more 
than is indicated by the rise in the wage bill. As a 
result, pressure of demand evidently continued to per- 
sist in several countries notwithstanding the declines 
in price indices of consumer goods. In most cases these 
pressures were concentrated on specific items of crucial 
importance, such as meat, fats and some industrial 
consumer goods. Among the countries already men- 
tioned, the shortages were noted mostly in Poland and 
to a lesser extent in Eastern Germany, the only country 
of the group which was not yet able to abolish rationing 
of several items. In Yugoslavia, where price fixing was 
abandoned by the Government, the problem of discrep- 
ancy between the price levels and the demand and 
supply position ceased to exist. 


Lack of data on the wage bill in the Soviet Union 
makes it impossible to apply to this country even the 
very approximate gauge of changes in the demand- 
supply position used for other centrally planned econ- 
omies. However, it is evident from official statements 
that, as in many other centrally planned economies, 
price reductions in the Soviet Union were often greater 
than justified by the change in the supply-demand ratio — 
and frequently resulted in an imbalance between de- 
mand and supply. According to a recent official state- 
ment: “a serious gap between the available quantity 
of goods and the monetary incomes of the population 
brings about a disproportion in circulation and ad- 
versely affects the Soviet trade. We now have every 
possibility of eliminating this disproportion. Proper 
planning enables us to prevent such cases of dispro- 
portion in circulation in the future and to eliminate 
the queues and irregularities in supply, which exist in 
some places, in the initial years of the new five-year 
plan”. Although the good harvest of 1956 resulted in a 
narrowing of the gap between State-fixed and farm 
market prices of certain food items, shortages of other 
food items, particularly livestock products, persisted; 


*2 By the Minister of Trade, Mr. Mikoyan, Pravda, 18 Febru- 
ary 1956. 
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similarly shortages of certain manufactures, the farm de- 
mand for which had greatly increased, also remained.?* 


As mentioned previously, the movements of consumer 
prices during the period of inflationary pressures were 
frequently influenced by the introduction or abolition 
of rationing, by monetary reforms aimed at the elimi- 
nation of pent-up demand through partial cancellation 
of accumulated savings, and by wage-price reforms 
intended to reduce the real value of cash holdings and 
to bring about changes in the distribution of income 
between the State and the population or between dif- 
ferent groups of the population. 


Since both the timing and the content of such policy 
decisions varied from country to country, comparison 
of price indices on a year-to-year or a country-to-country 
basis does not always yield conclusive information 
about the relative changes in the pressure of demand 
upon supply. Between 1949 and 1954. all countries 
abolished rationing, except the Soviet Union, which had 
already done so, and most of them resorted to monetary 
reforms which cancelled a considerable proportion of 
liquid savings.** 


Derationing was usually associated with an increase 
in prices of goods that had been rationed and with a 
reduction in prices of similar goods that had formerly 
been sold at much higher prices without rations. The 
effect of such changes on purchasing power of former 
ration holders was usually compensated by wage in- 
creases. Their effect on peasants and other non-wage 
earners depended on the direction and the rate of change 
of prices of goods that had not been rationed. Under 
these conditions, the new average price levels set after 
derationing were the object of policy decisions, based, 
among other factors, on the desired changes in the 
distribution of income and on the ways and means of 
dealing with problems of pent-up demand. In most of 
the countries, pent-up demand was eliminated by mone- 
tary reforms which cancelled a large proportion of 
involuntary savings accumulated during the period of 
strong inflationary pressures. However, there was no 
monetary reform during that period in Hungary, and 
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the Polish reform of 1950 was already too remote to 
have any effect on the situation which subsequently 
developed. These differences in policy were to a large 
extent responsible for the much greater price increases 
in Hungary and in Poland than in other countries of 
the group. 

In Poland the abolition of rationing in 1953 was not 
accompanied by a monetary reform. Instead, the Gov- 
ernment decided to raise prices by about 40 per cent 
and wages by 15 to 40 per cent for various groups of 
wage and salary earners. In fact, both prices and wages 
rose during the year by about 40 per cent. The aim of 
these changes was to reduce the real value of liquid 
savings and, by raising prices of industrial goods sold to 
the peasants, to reduce the real farm income per unit 
of output and to bring to an end the relative shift in 
distribution of income in favour of peasants. Obviously 
this rise in prices was not entirely due to the current 
deterioration in the demand-supply position in 1953. 


Similarly, the 40 per cent rise in prices, which took 
place in Hungary in 1952, cannot be entirely attributed 
—although much more so than in Poland—to the changes 
in the supply-demand situation during that year. Since 
the abolition of rationing at the end of 1951 was not 
accompanied by elimination of pent-up demand, the 
average level of prices had to be raised much more 
than in countries such as Bulgaria and Czechoslovakia 
which had introduced a monetary reform. This initial 
rise in prices, however, was followed during the second 
half of the year by further increases, owing to a sharp 
deterioration in the situation caused by a disastrous 
harvest. 


Finally, the doubling of consumer prices in Yugo- 
slavia, in 1951, was only partly due to the sharp decline 
in food supply caused by the 1950 drought. To a large 
extent it was also the result of derationing associated 
with compensatory wage increases and of the abolition 
of compulsory deliveries. In order to recover the losses 
caused by the rise in average prices paid to the peasants, 
the Government substantially increased the farm tax 
and sharply increased prices of industrial goods sold 
to the peasants. 


Causes of Price Developments, 1949-1956 


The changes in the relation between supply and de- 
mand for consumer goods, underlying the considerable 
movement of prices in the centrally planned economies 


*® According to Komunist, No. 11, 1957 (Moscow) : “In con- 
nexion with the lag in the rise in output of several goods behind 
the rise in the income of the population, the demand of the 
population for a series of foods, (meat, fats, sugar and others), 
and some important industrial goods was not completely satisfied. 
The good 1956 harvest considerably increased the supply of all 
agricultural goods and the leyel of consumption increased over 
1955. At the same time, the important measures introduced by 
the party and the Government (such as increase in pensions, 
increase in wages of the lower paid groups of workers and 
employees, and elimination of payments for education) in- 


between 1949 and 1956, were determined both by 
changes in the proportion of national income going to 
consumption and by changes in current wage cost. Such 


creased considerably the purchasing power of the population 
for consumer goods. The demand was not entirely satisfied in 
1956 also.” ; 

** Bulgaria and Hungary derationed partially at the end of 
1951 and eliminated rationing entirely in 1952. Poland and 
Czechoslovakia derationed in 1953, and Romania in 1954. In 
Eastern Germany rationing was eliminated gradually, but even 
in 1956 several items were still rationed. i 
_ Monetary reforms involving cancellation of liquid assets were 
introduced in Poland in 1950, in Bulgaria and Romania in 1952 
and in Czechoslovakia in 1953. . 
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changes in cost, whether incurred in the investment or 
consumer sector, influenced prices of consumer goods 
primarily through their effect on the income of the 
population and thus on demand for consumer goods. 
The effect of relative shifts in the allocation of national 
product, as between consumption and other uses, upon 
the pressure of demand against supply of consumer 
goods, was at times offset and at times reinforced by 
changes in money payments in relation to output. A de- 
cline in unit wage cost, owing to an increase in output 
per man in excess of a rise in wage rates, acted as a 
factor restricting the growth of demand for consumer 
goods in relation to supply, and an increase in unit 
wage cost had an opposite effect. While the movement of 
prices between 1949 and 1956 was influenced both by 
shifts in allocation of resources and by changes in cost, 
there is little doubt that, in most instances, the para- 


mount cause of price movements was the change in rela- 


tive share of national product allocated to consumption. 


Comparison of the data on relative changes in in- 
vestment, retail sales, consumption and national income, 
in constant prices, reproduced in table 39, with price 
indices shown in table 37, indicates a high degree of 
synchronization between the price movement and the 
shifts in allocation of resources in most countries of the 


group. 


In Bulgaria, Czechoslovakia, Hungary, Poland and 
Romania, the period of rising prices was generally one 
of substantial increases in investment, armaments and 
other government expenditure in relation to national 
product, and the period of decline in prices was gen- 
erally characterized by a fall in the share of such 
expenditure. In Czechoslovakia, Hungary, and Poland, 
the sharp increases in government expenditure in rela- 
tion to national income were partly due to revisions of 
the original plans under the impact of rising interna- 
tional tensions associated with the outbreak of the 
Korean hostilities. All revisions of plans provided for 
accelerated output of investment goods in relation to 
total production.?° Between 1949 and 1953 investment 
increased in Hungary three times, and in Poland more 
than twice; during the same period, retail sales in- 
creased only 16 per cent in Poland and even declined in 
Hungary. In Czechoslovakia, investment rose 74 per 
cent, but retail trade only 16 per cent. In Bulgaria, 
investment also rose more than retail sales, especially 
in 1951, when retail sales fell; and in Romania, for 
which no data are available for the period prior to 1950, 
investment rose considerably more than retail sales in 


1951 and 1952.” The resulting decline in the share of 


25 Although for the period as a whole, the degree of fulfilment 
of the plans was greater for consumer than for producer goods, 
this was mainly due to changes in annual plans after 1953; 
up to that year the more ambitious investment targets were 
generally reached. 

26 The rise in total retail sales was probably smaller than indi- 
cated by the data in table 39, which, since they relate only to 
State trade, may reflect in part a shift from private to State 
trade during this period. 
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consumption in national income is clearly indicated by 
the data on allocation of national income reproduced 
in table 40, for countries for which such data are 
available. Thus, in Hungary the share of consumption 
in national product, in constant prices, declined from 
66 per cent in 1949 to 46 per cent in 1953, and in Poland 
from 79 per cent to 67 per cent. 


Cost increases, on the other hand, played only a sec- 
ondary role in the price movements of these countries. 
A comparison of changes in output per man and in 
average money wages indicates that in several cases out- 
put per man was increasing at a higher rate than aver- 
age money wages. In Czechoslovakia, output per man 
increased more than average money wages in each year 
between 1949 and 1953. In Bulgaria, during three years 
out of five, output per man exceeded the rise in average 
money wages, though the change in 1953 as compared 
with 1949 was the same for both indices. In Poland and 
Hungary, on the other hand, average money wages did 
increase much more than output per man over the 
period as a whole, largely as a result of price-wage 
reforms associated with derationing; even so, however, 
output per man rose more than average money wages 
during two years out of four for which data are 
available. Thus, it seems likely that, for the period as a 
whole, rising wage cost was not a significant factor in 
the price increases, although during certain years it 
undoubtedly contributed to the increased pressure of 
demand upon supply. 


The policy of sharp increases in investment in rela- 
tion to national income was reversed in all countries of 


consumption in relation to national income (see 
table 40). In Bulgaria the share of consumption rose 
from 66 per cent in 1953 to 79 per cent in 1956. 
In Hungary, during the same period, consumption more 
than made good the previous relative decline, rising _ 
from 46 to 76 per cent, and in Poland it recovered much 

of the earlier loss, rising from 67 to 74 per cent.?* 


In Czechoslovakia and Romania, for which no data 
on the percentage allocation of national income were 
published, an increase in the share of consumption in 
national income is clearly indicated by a comparison of 
the indices of consumption or retail sales and national 
income. Thus, in Czechoslovakia, personal consumption 
rose between 1953 and 1956 by 37 per cent, while 
national income increased by only 19 per cent. Fixed 
investment, which in 1954 declined and in 1955 in- 
creased less than national income, rose more than na- 
tional income in 1956. The rise in fixed investment was 
evidently offset by a decline in stock formation or in 


277n Hungary, the share of consumption in national product 
in 1954 amounted to 58 per cent; the considerable increase in 
that share in 1956 reflected in part a decline of 10 per cent that 
year in the national product. 
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Table 39. Indices of National Income, Fixed Investment, Retail Sales? and Consumption, by Country 
(In constant prices; 1953 = 100) 


Country and item 1949 1950 1951 1952 1954 1955 1956 
Bulgari 
Nee incOme Gadd A we Soa RE 58 65 83 83 ae re is 
Lotalinvestiuc lit sewer tierra eet 64 65 Tel 91 a 6 139 
State investment 4.0.7) estes cee a a as os nh 139 160 — 
Retailycalec emer ear riee oteeao 135 
Personal constmption. 4. ..7.5+..2.5. es Vik 84. 109 125 
China, mainland a5 109 5 121 
INatOmal INCOM san. sc osc Berets wen ee ae 339 215 — 
Hajyvall manessane! «5 oncdabooobhovccms eee ee ae 136 138 
Retailtsalesteee ews A eee ee eee eee 43 75 
Czechoslovakia 104 113 19 
National anc ome sete neta: We 79 86 a 38 ae ioe 
iRatalmnvestite nityemenaenreenen teen 58 69 84 9 ai Ti 
SHENG Tae, Wo a6onnnausndcoe- 59 We 86 101 9 od 7 
Retailtcalecmearr rica serra nine eis 86 oe Bae: ys ee ee 
Personal consumption y......0:..05-« eri 
Eastern Germany° ‘ 
National renee Pts 2 Se Wado atelier rote 69 85 94. 106 a be. 
hotaleinviestneuibaeey ler waerererata ote ee 47 61 80 91 oe a 
StateMixivies LMICUIL aan aeer aera St Al 59 81 94 , 
Retailtealecmppe eaten ots rte. eae: 63 78 91 109 115 Ht 
Personal consumption. ...........---- acts 68 81 92 110 115 118 
Hungary 
cea AINCOMG MN Ror ete ea aera SEA 64 ie 90 88 96 104 93 
GHD MIGHT Bo ca ho ooo anuoseoauc 38) 61 89 101 69 65 58 
Retailkealestey oi pemits ah ee coe kee yy 100 100 90 120 126 141 
Personal consumption............... 91 97 101 7 120 129 140 
Poland 
INationaleimcomenene ae eiaeracranineeret: 69 79 85 91 111 120 130 
Ravel iM ASTMSNE, sca caoevceocoecuoe 47 66 74 7 107 lll 115 
Investment, socialist sector......... iets 61 73 86 105 107 109 
Re tailtsalecieanmer sete ret ery toe pees 86 94, 100 103 119 132 ioe 
Personal coustmptuiGn a. 46 ascii 80 87 93 97 118 128 142 
Romania ' 
iINattonaleimcome serene eter 63 66 83 90 105 125 130 
Investment, socialist sector........... ye 42 59 79 88 98 110 
Retailicalecd ee wea eee espe ceee ke Seth: 63 79 7 114 125 141 
USSR _ 
ING IONA MANSON 6 hoo05404n00ean0- 61 73 82 91 EL2 125 141 
Investment, socialist sector........... 62 75 85 95 118 134 ES 
SlateniniVves LING nl Lat err iene arene ete ae 64 76 86 96 118 129 151 
Retalksalesee pant wey cet eee ee oe 49 65 7 82 118 124 134 
Source: Bulgaria: Statisticki | Godishnik, 1956, and January 1950 and 29 January 1952; Bolshevik (Moscow), 


reply of the Government of Bulgaria to the United Nations 
questionnaire of November 1957 on economic trends, problems 
and policies; China, mainland: Razvitie Narodnogo Khozyaistva 
Kitaiskoi Narodnoi Respubliki (Moscow, 1956); Doptiey Ekono- 
miki, No. 7, 1957 (Moscow); People’s Daily (Peking). Czecho- 
slovakia: Statisticka Rocenka, 1957; Rude Pravo (Prague), 31 
October 1957; United Nations, World Economic Survey, 1956 
(sales number: 1957.11.C.1). Eastern Germany: Statistisches 
Jahrbuch, 1955 and 1956; Statistische Praxis, Nos. 3 and 5, 1957 
(Berlin); United Nations, Economic Survey of Europe in 1955 
(sales number: 1956.11.E.2). Hungary: Statisztikai Evkonyv, 
1949-1955; Statisztikai Havi Kozlemenyek, No. 7, 1957; United 
Nations, World Economic Survey, 1956 and data communicated 
to the Secretariat of the United Nations. Investment in constant 
prices, 1949-1955, obtained by deflating reported investment 
valued in current prices by the implied price index for net 
investment. The 1956 figure is based on the percentage change 
in constant prices. Poland: Rocznik Statystyczny, 1956 and 1957; 
1949 investment extrapolated by data in 1950 prices. Romania: 
Anuarul Statistic, Al RPR, 1957 (Bucharest); speech by 
Georghin Dej, 29 December 1955; United Nations, World 
Economic Survey, 1955 and World Economic Survey, 1956. Soviet 
Union: Narodnoe Khozyaistvo SSSR v 1956 Godu (Moscow, 1957); 
Vestnik Statistiki, No. 1, 1950 (Moscow); Pravda (Moscow), 18 


November 1951. Retail sales in constant prices for 1949 obtained 
by deflating values in current prices. 


* Excluding farm market sales. 
> In current prices. 


°In current prices. Indices of national income in constant 
prices derived from data recorded in Statistisches Jahrbuch, 1955, 
and indices of personal consumption, obtained by converting 
the data on current prices reproduced in the table by the index 
of cost of living, are as follows: 


1950 1951 1952 1953 1954 1955 


National income..... 73.8 87.8 95.7 100.0 111-7. 1202 
Personal consumption 50.2 67.4 85.8 100.0 117.1 129.4 


The above indices were not reproduced in the table because of 
an obvious inconsistency. They suggest an increase of 260 per 
cent in real gee consumption and a rise of 160 per cent in 
real national income between 1950 and 1955. On this basis 
personal consumption, which in 1950 accounted for 69 per cent 
of national income, would in 1955 exceed considerably the total 
national income. The probable reason for this discrepancy is 
the inadequacy of the official price indices, which seem to over- 
state the actual decline in consumer prices. 


4 Excluding private non-farm market. 
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Table 40. Percentage Distribution of National Income by Type of Expenditure,* Selec 


ted Countries” 


(Based on constant prices except as indicated) 


Country and type of expenditure 1949 1950 1951 1952 1953 1954 1955 1956 
Bulgaria | 
OOS OE ah 2 2 
Social consumption................ "eH oe "66 68 4 i 
Personal consumption.............. 66.6 65.8 74.5 76.6 78.9 


China, mainland: 


mpcummnaton co. is... ee io: 
Eastern Germany 
Es vee 14.7 
Social consumption................ ue 16.6 
Personal consumption.............. sess 68.7 
Hungary 
UES SE a i eee 21.0 26.8 
Social consumption................ 13.0 15.1 
Personal consumption.............. 66.0 58.1 
Poland 
MPN ALON. w.iowa Ss siccie ses vanes 15.4 20.5 
Social consumption................ 6.0 5.6 
Personal consumption.............. 78.5 73.9 
Yugoslaviae 
SPRY OE  e  . S onto nh wk ss 2s 


Social consumption. ............... 
Personal consumption.............. 


14.6 14.7 13.9 14.8 14.8 16.1 
18.1 17.8 16.8 14,2 13.5 12,5 
67.3 67.8 69.3 71.0 Tale 71.4 
34.0 8.4 31.4 4.9 27.1 6.1 
14.3 20.9 22.4 lice 16.4 18.2 
51.7 50.7 46.2 57.8 56.5 13.7 
20.1 22.6 Pathol 23.0 22.2 20.0 
6.1 a0 4.8 9.3 3.7 6.3 
73.8 71.9 67.4 tLO 12.1 73.7 
22.9 24.6 24.6 21.1 17.3 

16.3 16.9 18.6 20.8 23.4 

61.2 58.5 56.8 F 59.3 


Source: Bulgaria: Statisticki Godishnik, 1957; based on 1952 
rices. China, mainland: People’s Daily. Eastern Germany: 
istisches Jahrbuch, 1955; Statistische Fadi: Nos. 3 and 5, 
1957. Hungary: Statisztikai Evkonyv, 1949-1955, and data 
reported by the Hungarian Government to the Secretariat of 
the United Nations; 1949-1954 derived from absolute values 
given in 1949 prices. 1955, 1956, estimated by extrapolating the 
above values by the reported percentage increase af each com- 
ponent in 1954 — export-import balance added to social 
consumption. Poland: Rocznik Statystyczny, 1957, derived from 
absolute figures given for 1955 and 1956 and indices 1949-1955; 
export-import balance and losses added to social consumption. 
Yugoslavia: Statisticki Godisnjak, 1956; United Nations, World 
Economic Survey, 1956; export-import balance and statistical 
discrepancy added to social consumption. 

» As the percentage share of a given type of expenditure in 
the total depends in part on relative prices used in the valuation 
of a given expenditure, data in this table may be viewed only 
as indicative of changes over time, to be used with caution in 
any inter-country comparisons. Since in Bulgaria, Hungary and 
Poland the ratio of consumer goods prices to producer goods 
prices was highest in the middle of the period, and by the end 
of the period it had presumably not yet declined to the 1949 
level, the share of personal consumption in total income would 
be highest when based on prices of the mid-period and lowest 
when based on prices at the ray Sag The effect of a change 
in the base year of valuation can be illustrated by Polish data. 
Expressed in 1950 prices, the share of personal consumption 
in the total declined from 69.1 per cent in 1949 to 55.4 per 
cent in 1953 and increased to 62.8 per cent by 1956. The com- 

arable movement, based on 1956 prices, was 78.5, 67.4 and 
3.7 per cent, respectively. 

The relative movements of prices of consumer and producer 

goods should also be borne in mind when considering the data 


social consumption, so that the share of expenditure not 
devoted to consumption declined, as shown by the in- 
dices of personal consumption and national income. 

In Romania, between 1953 and 1956, national income 
rose by 30 per cent, retail sales by 40 per cent, and 
State fixed investment by 10 per cent. While the data 
on State investment and on retail trade do not reflect 
adequately the changes in personal consumption and in 


for mainland China and Eastern Germany, based on current 
ai Since in mainland China prices of producer goods 
eclined at a time when prices of consumer goods crease the 
increased share of accumulation would have been higher than 
indicated in the table if expressed in constant prices. The 
opposite is true for Eastern Germany, where producer goods 
prices increased and consumer goods prices declined. Here the 
increase in the share of personal consumption would be quite 
substantial if the data were expressed in constant prices. 


> The system of national accounting adopted in the centrally 
planned economies distinguishes three major types of expendi- 
ture on national product: personal consumption, social con- 
sumption and accumulation. This classification corresponds 
approximately to that of personal consumption, government 
expenditure and net capital formation used in the national ac- 
counting of other countries. There are, however, some major 
differences, the nature of which should be borne in mind when 
considering the figures given in the table. The most important 
is the exclusion of services from the total national product and 
consequently from consumption also. Thus, personal consump- 
tion represents goods acquired by individuals and, in some 
countries, subsistence of armed forces and of persons in hos- 
pitals, rest homes and other State institutions. Social consump- 
tion is composed of consumption of goods by the government 
and by establishments providing services to individuals. Govern- 
ment expenditure on military equipment and installations may 
be allocated partly to social consumption and partly to accumula- 
tion. It is also probable that in some countries social consump- 
tion contains an adjustment for the foreign trade balance, whic 
in others is listed separately. In order to render the data com- 
parable in this respect, net foreign balance was included in social 
consumption in all cases when it was given separately. 


¢ In current prices. 


total investment, the fact that retail sales increased four 
times as much as investment clearly indicates a shift 
towards consumption, although it yields little informa- 
tion about the magnitude of that shift. In contrast to the 
situation in other countries, this shift was not continu- 
ous, the lack of continuity reflecting fluctuations both in 
investment and in agricultural production. Thus, in 
1954 the share of consumption in national product 
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seems to have increased substantially as a result of a 
fall in fixed investment and of liquidation of agricul- 
tural stocks; in 1955, fixed investment and agricultural 
inventories rose more than consumption; and in 1956 a 
further rise in fixed investment in relation to national 
product was probably offset by a fall in agricultural 
stocks.*® 


The effect of the rise in the share of consumption in 
national product on the supply-demand position was in 
some countries~partly offset during this period by an 
increase in unit wage cost and the resulting rise in 
money income in relation to output. Between 1953 and 
1956, output per man rose more than money wages 
only in one country of this group, namely Czechoslo- 
vakia. In the other countries money wages increased at 
a higher rate than productivity, except for Bulgaria, 
where the over-all increase of both indices was identical 


(table 41). 


It is significant that in all countries money wages 


increased much more than output only in 1954, the year 
immediately following the changes in economic policies 
introduced in 1953, while in 1955 and in 1956 either 
output per man rose more than money wages or only 
slightly less. In Poland and Hungary, however, money 
wages increased much more than output per man in 
1956 under the impact of political upheavals which 
took place during that year in both countries. In Poland 
this was due mostly to a rise in wages while in Hungary 
output per man also fell sharply as a result of disrup- 
tion of work during the October fighting. 


Other measures taken after 1953 in all countries of 
this group also led to an increase in income payments 
in relation to output. In particular, peasants’ income 
was raised both through reductions in compulsory de- 
liveries, which increased the share of their output sold 


*® In countries where the share of agriculture in national prod- 
uct is large, a decline in agricultural output during a given year 
will affect national product considerably but may haye little 
effect on consumption, since the latter depends largely on agri- 
cultural supplies produced during the preceding calendar year. 
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at higher market prices, and through increases in official 
prices paid for goods under delivery quotas. 


The rise in money payments in relation to output did 
not result in any rise in the pressure of demand upon 
supply as long as it was associated with a relative shift 
in the allocation of resources in favour of consumption, 
and it was possible instead to reduce prices. It is signifi- 
cant, however, that the initial sharp increases in con- 
sumption in relation to national income, which occurred 
in 1954, were in general followed by much smaller 
shifts in subsequent years. Since money payments in 
relation to output continued to increase, the downward 
movement of prices slowed considerably. In two coun- 
tries of the group, the rise in money income in rela- 
tion to output was of such magnitude that an upsurge 
of inflation could be avoided only by a reduction of 
planned investment. In Hungary, in 1956, the rise in 
income payments was associated with an absolute de- 
cline in national product; and, while output of con- 
sumer goods fell less than investment, inflation could 
be avoided only by reduction of stocks. In Poland, 
income of the population increased much more than 
output in 1956, owing to a rise both in wages and 
peasants’ income in relation to production; but the 
resulting gap between demand and supply at given 
prices was considerably narrowed by a downward 
revision of plans for fixed investment and_ stock 
formation. Even after these revisions, retail sales rose 
by 15 per cent while money income of the population 
increased by 17 per cent, according to an official esti- 
mate. However, during this year, a substantial rise in 
peasants’ savings, mostly under the impact of the new 
policies, had a restraining influence on the pressure of 
demand upon supply.”° 

*® The rise in peasants’ savings was mainly due to a growing 
belief that the expansion of agricultural output would not result 
in higher delivery quotas or taxes, and that the policy of col- 
lectivization had been abandoned at least for the near future. 
This, together with the expectation of a future increase in the 
supply of farm equipment and of fertilizer, induced peasants to 


restrict their consumption with the view of raising their inyest- 
ment in the future. 


Table 41. Indices of Gross Output per Man, and Real and Money Earnings per Worker, in Industry, by 


Country 
(1953 = 100) 
Country and item 1949 1950 1951 1952 1954 1955 1956 
Bulgaria 
Ootsutiper man) ticcacne ieee amie Rah ee ee al 75 85 93 101 106 114 
Earnings per worker: 
ONO Y's cioihahicg ciain dice ten gln rn OVMRyone UE eeeNe nets 68 76 83 94 106 lll 
: Real as: souk Fe eC ks At cee 91 81 79 88 120 133 47 
atio of real earnings to gross output®......... 128 108 93 94 118 126 129 
China, mainland» 
Output per man...... 
MPA Ta OCIA OOOO ) 
Earnings per worker: . a a me 
sree BN A eNOS Sia 91 102 106 121 
ST LE RE ee ee 94 102 105 118 


105 89 84 78 
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in Industry, by 


(1953 =100) 
eee 
Country and ite 
ountry and item 1949 1950 1951 1952 1954 1955 1956 
peat 
MURA E Man EOE eer ets gf Re Wg ala wd Sele Sie se Wa aA 65 73 
ae per worker: ry a sd os Be 
ee Bk SRO Se a 
Sas 1 Flat eos pleagt a ae 
Ratio of real earnings to gross output*......... 138 hes 109 199 116 il 
Eastern Germany4 
Output Te OD Reo ed gas cons cok YAKS A a 85 92 105 113 125 
Earnings per worker: 
Ley axe atin Risa Dea Nin aniey, & Ace cess 78 86 92 110 114 118 
OE RRO er ae 54 13 87 119 126 130 
io of real earnings to gross output®......... 70 89 95 113 Tie 104 
Hungary‘ 
eer Terrin SOMITE ha, OSG ah URLS 6 cieA. 68 80 91 99 99 105 95 
ma per worker: 
eM as an Aiiy hak SE 39's nvidia ws oes G's 59 70 75 96 111 116 H2 
|) Waa Bein tapes sins bss Sis Ain 110 122 107 95 116 122 131 
Ratio of real earnings to gross output*......... 163 151 118 96 17 116 139 
Poland 
RTRs sa se tie wines 6d oc 65 70 80 91 107 114 119 
Earnings per worker: 
See ata Ue ee ree 48 59 65 71 106 110 
pee 122 
Realt 22. 0. RT ee ee 92 104 105 101 113 121 135 
Ratio of real earnings to gross output*......... 143 148 132 1i2 106 106 113 
Romania 
0 ee a ee ee ee 75 86 96 103 112 122 
Earnings per worker: 
Ee ony ee 92 lll 120 131 
USSR 
ES ag pe a a ee fol 80 88 94, 106 115 SIPs} 
Earnings per worker: 
UPN LA Mabel. Slag Spe eer eee ane 99 100 100 101 104 107 
Reals......... wee dae area eensacinnpaesecres 67 78 85 91 105 108 2 
Ratio of real earnings to gross output*......... 94 98 O7 97 99 94 91 
Yugoslavia 
RNR OEE 2 Soe hg cae wns so rnd mie Fie 94 100 103 106 
Earnings per worker: 
2 SA Ne ee ee oe 114 99 107 1 121 
EO Re oh Sal St oS eae ear e- araea oF 103 109 100 103 
Ratio of real earnings to gross output*......... 109 109 97 97 


Source: Bulgaria: Statisticki Godishnik, 1956. China, mainland: 
People’s Daily. Czechoslovakia: Statisticka Rocenka Republik 
Ceskoslovenske, 1957. Eastern Germany: Statistisches Jahrbuch, 
1955 and 1956. Hungary: Statisztikai Evkonyv, 1949-1955, and 
Statisztikai Havi Kozlemenyek, No. 7, 1957. Poland: Rocznik 
Statystyczny, 1957. Romania: Anuarul Statistic RPR, 1957; 
Probleme Economice, May 1957 (Bucharest) and table 42. Soviet 
Union: Narodnoe Khozyaistvo SSSR v 1956 Godu and reports on 
fulfilment of plans. Yugoslavia: Statisticki Godisnjak, 1955 and 
1957 and Index 1957, No. 1. It was assumed that the increase 
in money wages for the whole economy in 1956 was equal to 
the increase in wages of industrial workers. 

Real wages for Czechoslovakia, Eastern Germany, Hungary 
and Yugoslavia were obtained by deflating money wages by the 
cost of living index; for Hungary, a cost of living index for wage 
earners was used which differs somewhat from that given in 
table 37. Real wages for Bulgaria, Poland and Mainland China 
were obtained by deflating money wages by the retail price 
indices shown in the same table. The index of money wages 
for the Soviet Union was derived by multiplying the index of 
real wages by an estimated retail price index including free farm 


market prices. The retail price index was derived from data on 
State and collective farm market prices weighted by the 1940 
shares of these two markets in total trade. Since the retail price 
index may not reflect adequately changes in cost of living, the 
index of money wages indicated in the table may involve certain 
errors. 

» Real earnings per man divided by output per man. 

b Excluding ateerale and private industry. 

° Since the index of cost of living used to deflate money wages 
for 1950-1952 relates to the price levels of December each 
year and the data on money wages are annual averages, it is 
possible that real wages declined less in 1951 and 1952 than 
was shown by the index. 

4 Including salary earners. 

e As indicated in footnote c to table 37, it is not certain 
whether price indices reproduced in that table were revised after 
the publication of the Statistisches Jahrbuch. It is, therefore, 
canes that the increases in real wages obtained by use of these 
indices overstate the actual rise in real wages. 

{Industry under the jurisdiction of central ministries only, 

« Average in national economy. 
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For mainland China and Yugoslavia, the two coun- 
tries where prices of consumer goods continued to 
increase throughout the period under review, data on 
changes in the allocation of national product are avail- 
able only for 1952 to 1956, and only in current prices. 
In Yugoslavia, prices of consumer goods between 1952 
and 1956 increased only slightly more than prices of 
producer goods, so that the changes in the ratio of 
consumption to national product in current prices may 
be assumed to correspond approximately to the change 
in the allocation of national product in physical 
terms. Between 1949 and 1951, strong inflationary pres- 
sures were generated by a high rate of investment and 
by a rising share of national income devoted to military 
use. In 1952, for the first time, the pressures were 
alleviated, mostly as a result of a considerable import 
surplus financed by foreign lending and of the recovery 
of agricultural output during the 195] harvest. 


During the following two years the share of con- 
sumption ~in-national income was again reduced: in 
1953, mainly under the impact of the poor harvest of 
1952 and a further rapid rise of accumulation and 
social consumption; and in 1954 because of a con- 
siderable rise in social consumption. Beginning with 
1954, the share of accumulation declined; the effect of 
this decline was partly offset, however, by an increase 
in social consumption, so that the share of consumption 
in national product remained practically unchanged. 
Owing to a substantial rise in incomes in relation to 
output, however, consumer prices, which declined in 
1954, increased again sharply in 1955, and again, 
though to a much lesser degree, in 1956. The rise in cost 
of living during the last two years was mainly due to 
increases in prices of food and services, while prices of 
industrially-produced consumer goods increased much 
less and, in the case of clothing, remained in 1956 below 
their 1953 level. The rise in food prices reflected mainly 
stagnation of agricultural production, while the rise in 
prices of services was the result of increasing cost. 


Mainland China was the only country in the group 
where the share of consumption continued to decline 
between 1953 and 1956. This difference in pattern of 
changes reflects partly the fact that, unlike other coun- 
tries of the group, mainland China was in its first stages 
of industrialization during this period. While no data 
are available for the period prior to 1952, it is known 
that the hyper-inflation, inherited from the civil war, 
was arrested in 1950, and was followed by a short period 
of declining prices. In 1951, however, the share of 
consumption fell sharply in connexion with the acceler- 
ation of industrialization and the rise in armaments 
associated with the hostilities in Korea. This trend con- 
tinued almost without interruption during the following 
years. While the data on changes in the rate of accumu- 
lation in national income reproduced in the table are 
based on national income statistics in current prices, 
they seem to reflect adequately the actual changes in 
the allocation of national product, since prices of in- 


vestment and consumer goods moved approximately in 
parallel during the period to which they refer.*° Com- 
parison of these data with indices of national income, 
investment and retail trade, reproduced in table 39, 
indicates that the major factor in the inflationary pres- 
sures between 1952 and 1956 was the continuous rise 
in fixed investment, which, in 1953 and again in 1956, 
exceeded several times the rate of increase of national 
income. However, the inflationary effect of these in- 
creases was considerably reduced by countervailing or 
much smaller changes in the formation of stocks. Thus, 
a rough estimate of changes in accumulation, derived 
from the data related to the share of accumulation and 
to the changes in national product, indicates that ac- 
cumulation rose by about 38 per cent in 1953, 27 per 
cent in 1954, and 17 per cent in 1956. In 1955, it did not 
increase at all. The data on retail sales in mainland 
China are much less representative of changes in con- 
sumption than those in other centrally planned econ- 
omies, because the peasants’ consumption out of their 
own output in relation to the total is much larger than 
elsewhere and because the rise in indices of retail sales 
is much more influenced by increases in the share of 
retail trade in total consumption. Thus, the estimate 
derived from the data on changes in national income 
and the share of accumulation indicate that consump- 
tion increased much less than retail sales during each 
year, except in 1955, when it seems to have increased 
at a rate twice as high as retail sales. While sufficient 
information is not available, it is probable that an im- 
portant part in these changes was played by the fluctu- 
ations of agricultural output and the ensuing accumu- 
lation or decumulation of agricultural stocks. This was 
certainly the case in 1956, when grain stocks, out of the 
current harvest, declined from 12.6 million tons in 1955 
to barely over 5 million in 1956. 


The effect of this rise in accumulation in relation to 
national income, on the supply-demand position, was 
largely offset by severe restrictions imposed upon the 
growth of the money income of the population in rela- 
tion to output. With respect to wage earners, this was 
achieved by keeping wage increases substantially below 
the rise in output per man. As indicated in table 41, 
output per man-rose_between 1952 and 1956 by almost 
70 per cent while money wages increased by only 33 
per cent. At the same time the growth of peasants’ 
income and consumption was considerably restrained 
by the introduction of compulsory deliveries of agricul- 
tural produce at prices fixed by the government and by 
a virtual elimination of free sales of the most essential 
agricultural goods. These measures were not, however, 
sufficient to keep demand in line with supply, and ration- 
ing of several items, introduced in 1953, was extended 
in 1954 and in 1955, Rationing of edible oil, meat and 


*’ In fact, prices of investment goods tended to decline while 
those of consumer goods increased. The indicated rise ‘in the 
rate of accumulation somewhat understates, therefore, the in- 
crease which would be obtained if the data were expressed in 
constant prices, 
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sugar was introduced in some areas and that of cotton 
cloth and food grains was introduced on a nation-wide 
scale. As far as may be judged from the data on retail 
prices, the restrictions imposed upon the rise in income 
payments, together with the partial rationing, were 
effective in curbing the demand pressure generated by 
the rise in accumulation in relation to national product. 
In view of the magnitude of these shifts, the rise in 


consumer prices was, during that period, remarkably 
small. 


The two countries of the group which witnessed an 
almost continuous decline in prices of consumer goods 
between 1949 and 1956 were Eastern Germany and the 
Soviet Union. The statistical information on changes in 
the allocation of national product in physical terms is 
in general less adequate for the Soviet Union and for 
Eastern Germany than for most of the other countries. 
Nonetheless, the evidence seems to indicate that both 
in the Soviet Union and in Eastern Germany, during 
most of the period, the share of consumption in national 
product was either increasing or remained unchanged, 
and that the wage policy succeeded in restricting the 
growth of incomes in relation to output. 


For the Soviet Union, data on changes in the alloca- 
tion of national product are not available, and, there- 
fore, information on such changes must be derived from 
comparing the volume indices of national income, fixed 
investment and retail sales. However, in this country 
both investment and retail sales show a greater increase 
than national income for several years, and, therefore, 
their comparison does not yield conclusive evidence 
about the shifts in the allocation of national product 
toorfromconsumption. 

This apparent inconsistency of data evidently reflects 
two facts: first, that changes in the rate of accumulation 
are influenced not only by fixed investment, but also 
by changes in inventories, and second, that the changes 
in retail sales may not adequately measure those in total 
consumption owing to variations in peasants’ consump- 
tion of their own produce. Generally, however, for the 
Soviet Union, there appears to be a closer correlation 
between changes in retail sales and those in consumption 
than between changes in fixed investment and those in 
total accumulation.*! The relative movements of retail 
sales and national income may, therefore, be considered 
as more indicative of changes in the rate of consump- 
tion than are the relative movements of investment and 
national income. On this basis, the data in table 39 
indicate that from 1949 to 1951 the share of consump- 
tion in national product was probably increasing or at 


31 The effect of the changes in State fixed investment may be 
offset or reinforced by changes in other government expendi- 
ture, in investment of collective farms and especially, in case of 
fluctuations of agricultural output, by changes in agricultural 
stocks. On the other hand, in the Soviet Union, the share of 
retail sales in total consumption is much greater, and the 
changes in that share much less important, than in other 
centrally planned economies. 


least remained constant. This trend seems to have been 
interrupted in 1952, a year in which both the changes 
in retail trade and the indices of fixed investment point 
towards a shift in favour of accumulation, but in 1953 
again the much larger rise in retail sales than in na- 
tional income and fixed investment indicates a signifi- 
cant increase in consumption in relation to national 
income. While no definite conclusion can be derived 


from the data for 1954, the indices for 1955 and 1956 ____ 


leave little doubt that during these two years the share 
of consumption in national income fell. It is significant 
that these are the only two years since 1947 during 
which there has been no reduction in prices in State and 
co-operative trade. 


Thus, it appears that the period of declining prices 
in the Soviet Union.was characterized either by_a rise 
in consumption in relation to national income or by a 
relative stability of this ratio, whereas an increase of 
this ratio in 1955 and 1956 halted the price reductions. 
The fact that the ratio of accumulation to national in- 
come remained approximately constant during the pe- 
riod of falling prices indicates that the main factor 
which made these reductions possible was the restric- 
tions imposed upon the growth of disposable income in 
relation to total output. While no data on money wages 
are available for the Soviet Union, the index derived by 
inflating real wage rates by the index of retail prices 
suggests that average money wage rates may have re- 


mained practically unchanged between 1949-and-1954, 


although they rose afterwards (table 41) .?? During this 
period, output per man increased very substantially, and 
since the share of national product devoted to consump- 
tion remained unchanged, the supply of consumer goods 
increased much more than the money wage bill, creating 
conditions for a considerable reduction in consumer 
prices. In 1955 and 1956, however, though output per 
man continued to rise in excess of the increase in money 
wages, it was not possible to cut prices further, largely 
because the share of resources allocated to consumption 
was reduced instead. An additional factor was the rise 
in other elements of income in relation to output. Thus, 
prices paid to peasants for deliveries and contractual 
purchases by government agencies were increased in 
1953 and 1954; and in 1955 and 1956 higher basic 
wages were granted to certain groups of workers, and 
pensions and other transfer payments were increased 
substantially. Also, during the same period, taxes on 
peasants’ income and on certain groups of urban popu- 
lation were reduced.**? Thus, in contrast to the earlier 


*2 Tt is evident that, since retail prices do not adequately re- 
flect the changes in cost of living, the use of such indices for” 
inflating real wages can-give-only_a broad approximation of the 
changes in money wages. Most probably the average money 
wages increased slightly during the period, although it is not 
unlikely that the inflow of new workers and changes in the 
structure of the labour force could have resulted in a stable 
level of average wages despite an increase in money wage rates 
in some sectors or for some groups of workers. 

83 For details see United Nations, World Economic Survey, 
1956 and Economic Survey of Europe in 1956 (sales number: 


1957.11.B.1). 
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years, the reduction in the unit wage cost did not result 
in any reduction in consumer prices because its effect 
was offset by a rise in other payments and by a reduc- 
tion in the share of resources allocated to consumption. 
While prices in State and co-operative trade did not 
rise and prices in the collective farm markets declined 
in 1956, the pressure of demand upon supply at the 
existing price level seems, in fact, to have increased.™* 


In Eastern Germany, another country where consumer 
prices were declining during most of the period, the — 
share of personal consumption in national income in 
current prices remained about unchanged from 1950 
to 1952, and increased during the subsequent period. 
These changes were mainly the result of a decline in 
social consumption, from 18 per cent in 1951 to 12 
per cent in 1954; the share of accumulation remained 
virtually unchanged, except for a temporary dip in 
1953 and a substantial increase in 1956. These data do 
not, however, reflect adequately the real shifts in the 
allocation of national product, because of differences 
in the direction of price changes in the consumer and 
investment sectors. As has been noted above, whereas 
consumer prices declined considerably, prices of invest-_ 
ment goods were increased ing to.elimination 
of. subsidies. It appears, therefore, that in physical terms 


both social consumption and accumulation declined 
substantially in relation to national income and that the 
rise in the share of personal consumption was more 
Bee onset tadicsiod De he at in_current 
prices. This was most likely due to the fact that repara- 


tion payments during this period were first curtailed 
and then abolished. 


Restrictions imposed upon the growth of income pay- 
ments in relation to output contributed only to a limited 
extent to the decline in prices. Between 1951 and 1953, 
output per man increased slightly more than money 
wages, and in 1954, wages rose much more than output. 
Only in 1955 and 1956 were money wages increased 
much less than output per man. Moreover, after 1953, 
money income of the peasants rose more than output 
and transfer payments were also raised. 


It should be added that the rather unusual pattern of 
changes in Eastern Germany, as compared to the other 
countries of the group, was partly due to the situation 
at the beginning of the period. While in most of the 
other countries consumption had already recovered its 
pre-war levels by 1950, in Eastern Germany real wages 
were then still about 50 per cent below pre-war levels.*° 
While comprehensive data on total consumption are not 
available, it is significant that in 1950 per capita con- 
sumption of meat and fats was more than 50 per cent 
below the pre-war level, and even in 1956 it had not 
yet reached that level. 


** See statement referred to in footnote 22 in this chapter. 
36 > ‘ a . 
In the Federal Republic of Germany, by comparison, the 
pre-war level was exceeded in 1950 by about 10 per cent. 
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It has already been stated that inflation in the cen- 
trally planned economies had little effect on the allo- 
cation of resources between end-uses. The inflationary 


price increases were the inevi ure 


trary to the Government’s objectives, was a shift in the 
distribution of income from the urban to the rural 
population. The introduction or extension of compul- 
sory deliveries at low prices, as well as various forms 
of rationing benefiting the urban population, tended to 
restrict such shifts, but in most cases were not sufficient 
to prevent them altogether. 


In certain countries and periods these shifts were 
associated with a decline in over-all per capita con- 
sumption. Such decreases were exceptional, however, 
and were usually the result of a particularly large drop 
in agricultural output caused by bad weather. A more 
frequent occurrence was a decline in per capita con- 
sumption of the urban population. In Hungary such 
decreases occurred in 195] and 1952 and in Poland 


from 195] through 1953. 


Real wages fell in one period or another in all coun- 
tries subject to inflationary pressure, with the exception 
of mainland China. Thus, in Bulgaria, real earnings 
declined in 1950 and 1951, in Czechoslovakia in 1951, 
in Hungary in 1951 and 1952, and in Poland from 1951 
through 1953 (table 41). However, even in cases where 
real wages did not decline, price inflation was instru- 
mental in restricting their increase whenever the attempt 
to keep money wages down proved unsuccessful. An ap- 
proximate measure of the drop in the share of product 
allocated to wage earners, during the period of inflation, 
can be obtained by comparing the changes in real wages 
with those in output per man (table 41). 


Thus, real income of labour in relati o industrial 
production declined between 1949 and 1952 by 27 per 
cent in Bulgaria, and by 41 per cent in Hun ary; and 
between 1950 and 1953 by 27 per cent in Czechoslo- 
vakia, and 32 percent in Poland. In mainland China, 
between 1952 and 1956, it declined by 25 per cent. 
It must be stressed that this decline resulted only in part 
from price increases, since money wage rates were fre- 
quently kept below the rise in output per man. 


Similarly, price changes were instrumental in bring- 
ing about the redistribution of real income in favour of 
labour after the turning point of 1953. This was particu- 
larly important in 1954, when there were unusually 
steep increases in real wages owing largely to price 
reductions. During that year, the rise in real wages 
considerably exceeded the increase in output per man 
in all countries experiencing a reversal of price trends. 
In Bulgaria, Hungary and Poland. real : rages continued 
to rise faster than output per man between 1954 and 
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1956, although the difference between these two rates 
was considerably smaller than in 1954. In Czechoslo- 
vakia, however, output per man rose more than real 


wages in 1955 and in 1956. 


In Eastern Germany and in the Soviet Union the real 
income of labour in relation to industrial output was 
either increasing or remained unchanged between 1949 
and 1954, Thus, in Eastern Germany, real wages were 
increasing more than output per man except in 1955 
and 1956, when the reverse was true. In the Soviet Union, 
each year from 1949 through 1954, the rise in real wages 
approximated the rise in output per man. In 1955 and 
1956, however, the situation changed and in both years 
real wages rose much less than output per man. It will 
be remembered that during these two years price reduc- 
tions were negligible and the share of consumption in 
national income had decreased. 


While the shifts in the distribution of income in 
favour of the State, which took place in the countries 
subject to strong inflationary pressures between 1950 
and 1953, was in agreement with government policy, the 
redistribution of income in favour of the peasants was 
contrary to the_objectives-of the Government—during 
that period. The attempts to prevent such shifts were 
dictated by two reasons. First, it was believed that a rise 
in peasants’ money income in the presence of shortages 
of industrial consumer goods and of agricultural imple- 
ments, would have a disincentive effect on increases in 
agricultural output and sales, and would induce the 
peasants to raise the share of their output devoted to 
consumption. Second, it was believed that the shift of 


~~. $< 
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income in favour of the peasants would reduce the real 
income of workers and would discourage increases in 
productivity. In order to prevent such shifts, a pro- 
gramme of rationing was introduced on several occa- 
sions, associated frequently with a dual system of prices: 
ration prices for the urban workers and much higher 
non-ration prices for the rest of the population. At the 
same time the free disposal of agricultural produce was 
restricted by collectivization and compulsory deliveries 
at low prices. 


While the introduction of these measures had a re- 
straining influence on the shifts in the distribution of 
real income among various groups of the population, 
it was not entirely successful in preventing it altogether. 
Thus, it seems that in the group of countries which, 
prior to 1953, passed through a period of strong infla- 
tionary pressure, peasants’ consumption increased more 
or declined less than urban consumption. This is cer- 
tainly true in the case of food consumption. With respect 
to total consumption, the available information relating 
to Hungary and Poland, the two countries which suf- 
fered ‘most “intensive—inflationary—pressure,—indicates 
that there were such relative shifts during at least part 
of the period. Thus, in Hungary in 1951, total consump- 
tion rose by 4 per cent, while retail sales did not in- 
crease, and in 1952, retail sales declined by 10 per cent, 
while total consumption fell by less than 4 per cent. 
In Poland, there was a similar change in 1951, when 
total consumption rose more than retail sales, and in 
1953, when retail sales fell by more than 3 per cent, 
while total consumption increased by over 3 per cent. 


Planning and Inflation 


It was originally intended that a rise in the propor- 
tion of resources devoted to accumulation or social con- 
sumption should be achieved without price increases by 
limiting the growth of money income in relation to 
output. Although consumption was to increase less than 
national product, all the plans provided for a rise in 
real wages through both an increase in money payments 
and a reduction in prices of consumer goods. The 
planned reduction in prices or even their stability could 
be achieved, however, only provided that the rise in 
personal income was kept within the limits set by the 
plan and the supply of consumer goods was increasing 


as planned. 


None of the countries which went through a period of 
considerable dectine in the share—of—consumption—im 
national product was able to achieve these objectives. 
The two major factors which upset the planned balance 
between the income of the population and the supply of 
consumer goods were failure to prevent a greater than 


planned rise in money wages and non-fulfilment of the 


plans of agricultural output and_supply of : food. 
Although a rise in wage cost did not play a significant 


part in the development of the pressures of demand on 
supply, the failure to reduce unit wage costs in con- 
formity with the plan resulted in a much greater than 
anticipated growth of disposable income and in conse- 
quence in a greater than planned rise in effective 
demand. 


In some countries, this was due to the fact that the 
planned increase in output per man could not be 
achieved, thereby giving rise to a larger than planned 
increase in non-agricultural employment and in the 
wage bill (table 42). However, even in such countries 
as Czechoslovakia and Poland, where output per man 
rose in line with or in excess of the planned quotas, 
this result could be achieved only by raising wages more 
than anticipated. The rise in wages in excess of the plan 
was due either to the resistance of workers against the 
upward revision of production norms without commen- 
surate increases in wages or, in cases of shortages of 
qualified workers, to bidding up of wages by the man- 
agement of enterprises. Thus, whether or not the plans 
of output per man were achieved, the planned_reduc- 
tions of unit wage costs were not fulfilled—and—the 
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Table 42. Indices of Planned and Actual Increases in Employment, Output per Man 
and Agricultural Production, during the Five-Year Plans Ending in or Prior to 1955 


(Year preceding beginning of plan = 100) 
a 


Agricultural 
Employment Output per man production 
Country Planned Actual Planned Actual Planned Actual 
iBulcantabeae eerie 138 il 160 166 Vom JU 
Czechoslovakia.........-... 130 112 160 173 157 113 
Eastern Germatly.....a02s «> 119 129 172 147 LT 112 
ELUATE Viste a tates ate ocovar tiaras) le 161 174 192 147 we ae. 
‘Poland tee aeyeecrackeveetue- 160 161 166 170 150 120 
Rom aniayen neni etre 140 150 175 148 188 150 
US SRM os ent varteie cart meres 113 129 150 144 145 120 


Source: Reports on fulfilment of plans. 


The periods covered by the plans are as follows: 
Bulgaria, 1949-1953; Czechoslovakia, 1949-1953; 
Eastern Germany, 1951-1955; Hungary, 1950- 
1954; Poland, 1950-1955; Romania, 1951-1955; 
Soviet Union, 1951-1955. 


b The five-year plan of Bulgaria was officially 
terminated one year ahead of schedule, that is, in 


ensuing growth of money income in excess of the plan 
upset the balance between the income of the population 
and the supply of consumer goods. 


supply of food according to plan. It is significant that 
not a single country of the group was able to fulfil its 
plans of agricultural output (table 42). The consid- 
erable lag in the expansion of output and supply of food 
resulted in shortages which, at least for specific items, 
continued even during the period of declining prices. 
Specific food shortages existed even in countries such 
as the Soviet Union and Eastern Germany, where prices 
were declining throughout the period. 


The lag in agricultural production was crucial not 
only because of its effect on the over-all balance of de- 
mand and supply, but also because of the importance of 
food in workers’ budgets. Shortages of food exerted a 
much greater pressure on prices and wages than short- 
ages of Tess essential items. In addition, since a part of 
total food supplies was sold on non-controlled markets, 
a rise in prices on these markets had, in several coun- 
tries, a secondary inflationary effect, caused by the fact 
that in most cases the additional profits of the peasants 
were spent on consumer goods. 


1952. During that year the index of pare 
was 146, that of output per man 155, and that of 
agricultural production 96. The index of actual 
output indicated in the table refers to 1953. Al- 
though during that year both employment and 
output per man exceeded the original targets set 
for 1953, employment rose by 11 per cent more 
than planned, whereas output per man rose by 
only ae cent. 


The effect of the lag in agricultural output on the 
supply-demand situation was particularly important 
during the period preceding 1953, when the-rate of 
increase in industrial production was the highest, while 
agricultural output generally lagged far behind 
(table 43). In Bulgaria, in 1952, when prices of con- 
sumer goods reached their peak, agricultural production 
was lower than in 1948. In Czechoslovakia agricultural 
output shows hardly any change between 1948 and 1952. 
In Poland, agricultural output rose by 10 per cent in 
1950, fell during the following years and again in 1953 
reached the level of 1950. In Yugoslavia in 1953, 
agricultural production did not exceed its 1948 level. 
It is true that the stagnation of agriculture in these 
countries during this period was partly due to un- 
favourable weather conditions. However, it appears that 
the main reason was the scarcity of investment goods 
allocated to agriculture, inadequate supplies of ferti- 
lizers, and the disincentive effect of government policy 
towards the peasants, including compulsory deliveries 
at very low prices and attempts to impose collectiviza- 
tion against the wishes of the large majority of peasants. 


The effect of the stagnation of agricultural produc- 
tion on the supply-demand situation of the urban areas 
was in general reinforced by the considerable shifts of 


Table 43. Indices of Gross Industrial and Agricultural Output, by Country 


(1953 =100) 
Country and item . 1949 1950 1951 1952 1954 1955 1956 
Bulgaria 

Producer vondawnnna a gas status son ERAS 3 4A 47 56 66 89 120 
Consumer goods.......... saith APB Shenae fs 60 ie 81 86 104 ic i: 
- Total, industrial production 54 63 75 87 111 Lie 137 

PODS 5 ie ninmnts ten Una Aa pais gee mn Pais GN he 63 66 103 es 8 

Animal products ia, onsen Paiute A Heelys ae ae 88 80 02 99 ‘ci ins te 
Total, agricultural production fl 70 99 82 87 96 90 
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Table 43. Indices of Gross Industrial and Agricultural Output, by Country (continued) 
(1953 =100) 
Country and item 1949 1950 1951 1952 1954 1955 1956 
Set mainland 
PICO MOOS cre/eioy Sylamrrecird san te 21 73 
See Tind OMI i 120 
Consumer goods.......... eeeah SHON LE ol 78 115 ne a 
ee The carne co hala ae 
[OORT PESTS (OS Ce aa gine een oe .Y va si 
Total, agricultural producti 6 97 103 11] 117 
Czechoslovakia 3 Spot sane : A a ae at 
Producer goodasy.. 4.2% Scdssaaws 52 61 72 89 104 
Rave ned andieeets 113 12 
Consumer goods ........ 0 esses eeeeeeeeseeeee 69 79 86 96 105 119 199 
ao Total, industrial production 59 68 78 91 105 116 12% 
PEGASUS ET xs KH LOhin a Kanes awe 049s < vx oie ie ee 90 102 101 
Ey ECs Se al Sale oe den eee nore 115 121 130 
Total, agricultural production 94 97 99 96 98 109 110 
Eastern Germany 
NE ONIN ink GS Sn ce sn ena sp uann Anois 50 62 75 88 110 120 130 
POUAUINOE GOODE. oo. on oe ee ete ees 49 64 80 91 110 UN Veal 
a Total, industrial production 49 63 77 89 110 119 126 
AES Oe Be oe Ca ee ae ais GH oe Be 
NR URIREIRD S 8.35, 1. Fis aR Aaa Alin BG En CBs pes Me De ae ane eed 
Total, agricultural production 84 101 101 109 lll 112 
Hungary 
Ce EE ne ey 
Ue ag eer ae mae 
e Total, industrial production 46 58 74 90 104 112 100 
TRIES tint camaks acta yh yn btenchn soa he ae 
eR RT rr eee eee Sa : 
Total, agricultural production® 87 97 115 72 95 110 
Poland» 3 < 
CT NNIAN PSA 952 . Shc bra tices wa Sk os 43 59 68 84 113 126 139 
SEE Ue Soar errr rr 45 60 74 86 109 122 131 
Total, industrial production 44 57 71 85 112 124 136 
Crops... 2-0-2. e seen eee ence eee e cence eceees 106 107 97 100 108 109 117 
OSE OE ee. a ee ere 81 97 94 94 103 108 116 
Total, agricultural production 96 103 96 oF 106 109 Ly 
Romania 
OS BO ee Pee See eee ee 97 104 125 141 
RIE ROHNE ico deel adv ness vee Kees 63 val LZ 125 
Total, industrial production 43 60 75 90 107 12] 134 
Es cass SpA ead nis Kaa Sa eee eee 88 12 95 115 83 
SME MINOR pike ne ome ne me nn © nine <= oe 2 98 100 112 128 118 
otal, agricultural production 91 92 86 100 119 95 
USSR 
RIM PONE chs os ch pew’ oe foes cde vey 54 69 80 90 114 130 145 
REMIENE POUGG. «acs savernrasncccnrerreeces 60 69 80 89 113 122 134 
Total, industrial production 56 69 80 89 113 IP 141 
Ne oe once odniel as acre oss Wen che ge 99 96 112 104 130 155 
AMIEL PYOUUECIS... 0-00 ccrsweenenscecurocsces seer mare Cae 
Total, agricultural production tata 
Yugoslavia 
Piaeer poods ea ere ene eee ae ve ee ane coe sides 
Consumer goods. .....-0--scesrcescccenceres 107 103 101 89 115 129 144 
Total, industrial production 92 94 91 90 114 132 146 
PARQ oa aN i vaw ere eocmmredawess wees es wee re ats ae 
Animal products.......-++sseseeeecrescccces ee ot ak citi Pa 
Total, agricultural production4 100 66 87 100 88 


oe 


Source: Bulgaria: Statisticheski Godishnik na Narodna Respub- 
lika Bulgaria, 1957. China, mainland: Razvitie Narodnogo Khoz- 
yaistva Kitaiskoi Narodnoi_ Respubliki, 1956; People’s Daily. 
Czechoslovakia: Statisticka Rocenka, 1957, and Statisticky Obzor, 
No. 12, 1956 (Prague). Eastern Germany: Statistisches Jahrbuch, 
1955, and report on plan fulfilment, 1956. Hungary: Statisztikat 
Hawi Kozlemenyek, No. 7, 1957, and Statisztikai Evkonyv, 1949-— 
1955; estimations for 1956 by the Secretariat of the United 
Nations. Poland: Rocznik Statystyczny, 1957. Romania: Anuarul 
Statistic Al RPR, 1957; plan fulfilment reports, Razvitie Ekono- 


mii Stran Narodnoi Demokratii (Moscow, 1955), and United 
Nations, World Economic Survey, 1955. Soviet Union: Narodnoe 
Khozyaistvo SSSR v 1956 Godu. Yugoslavia: Statisticki Godisnjak, 
1957; index of agricultural production compiled by the Secre- 
tariat on the basis of information on annual changes. 

® Net product. 

b 1949-1955, socialized industry; 1955-1956, all industries, 
linked. 

© Grain only. 

4 Rough estimate. 


136 


the population from the countryside to the cities, not 
accompanied by commensurate increases in the supply 
of food. The tendency of the remaining rural population 
to raise its per capita consumption was partly prevented 
by the introduction or extension of compulsory de- 
liveries. However, these measures were not always suc- 
cessful and as a result, in the countries which prior to 
1954 experienced inflationary pressures, per capita sup- 
ply of food to urban areas declined.** However, even in 
countries where no such decline took place, the defi- 
ciency of agricultural output and of supply of food to 
the cities was the most important factor in price in- 
creases, first on free and unauthorized markets and later 
in State_and_co-operativetrade. The decline in prices 
after 1953 was greatly facilitated by the improvements 
in food supplies, owing to a rise in domestic output and 
an increase in net imports. At the same time, shifts in 
population to the cities were either arrested or slowed 
down, and in some countries even a reverse tendency 
appeared. 


In Eastern Germany and in the Soviet Union, the 
supply of food to the cities seems to have increased pro- 
portionately more than the urban population. However, 
between 1950 and 1953, these increases took place in the 
face of little, if any, increases in agricultural pro- 
duction. This would seem to indicate that the rise in 


*° For instance in Hungary, retail sales of food increased in 
1951 by only 2 per cent and declined by 8 per cent in 1952; 
in Poland between 1949 and 1953, urban population rose by 
21 per cent but retail sales rose by only 13 per cent and sales of 
food rose even less. 
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supply was due to an increase in the share of agricul- 
tural production devoted to urban consumption, or to 
changes in foreign trade. After 1953, agricultural out- 
put increased both in Eastern Germany and the Soviet 
Union; in the latter, however, this did not result in an 
acceleration of retail sales of food, probably because 
of a greater increase in peasants’ consumption. 


The difficulties caused by the failure to raise the 
supply of food and agricultural raw materials led to 
radical changes in government policies towards agri- 
culture after 1953. In all countries, greater reliance was 
placed upon income incentives as a means of increasing 
output. Peasants’ incomes were substantially increased 
by raising prices paid for the State purchases and by 
reduction or elimination of compulsory deliveries. 
In some countries collectivization of agriculture was 
abandoned. Supplies of fertilizer and of agricultural 
implements were substantially increased and in the 
Soviet Union the area under cultivation was extended 
by about one-fourth between 1953 and 1956, through 


bringing under cultivation of virgin and fallow lands. 


generally for an increase in the share of investment 
devoted to agriculture and for a much higher increase 
in agricultural output in relation to that of national 
product than earlier long-term plans. The greater at- 
tention devoted to agriculture in the current plans of 
development is associated with the increased importance 
currently being attached to increasing levels of con- 


sumption. 
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CURRENT ECONOMIC DEVELOPMENTS 


Chapter 4. 


RECENT TRENDS IN INDUSTRIAL COUNTRIES 


The recent slackening in economic activity in the in- 
dustrial group of countries ends the boom phase of a 
production cycle which began, for the group as a whole, 
in 1954, accelerated in 1955, maintained its advance, 
albeit at a slower pace, in 1956, and reached its zenith 
before the close of 1957. 


Three major periods of expansion may be distin- 
guished in the post-war period of which the first two 
were both, to a considerable extent, abnormal. The 
exceptional upsurge of private demand in the early post- 
war years resulted from the release of resources by 
governments at the end of the war, and the use by pri- 
vate business and consumers of accumulated liquid 
assets to make good their arrears of investment and 
consumption. The second main period of rapid growth 
was dominated by rising expenditures on defence mate- 
rial and associated production facilities necessitated by 


the Korean conflict. From the end of that conflict, how- 
ever, governmental claims upon resources levelled off 
or declined, and the way was open for the first post-war 
phase of expansion which did not depend upon special 
supporting factors. 


The main features of this period of economic upswing 
are delineated in table 44. The beginning of the period, 
following the mild recession experienced after the 
Korean boom, was marked by a rapid growth in resi- 
dential construction and personal consumption, which 
played a dominant part in the revival of demand. Both 
these components of demand, which had been restrained 
during the Korean conflict, were now allowed and, in 
many cases, encouraged by governments to expand, 
rapidly. This was followed by a revival in business in- \ 
vestment activity, which benefited in some countries 
from special incentives provided by governments. 


Table 44. Industrial Countries: Real Gross National Product and its Major Components, 1953-1957 
(At constant prices; as percentages of 1953 gross national product) 


Gross 
national Personal Government 
Year product consumption expenditure Total 
(Oss ee 100.0 65.8 15 es: 
[Se A 101.2 67.6 14.7 18.1 
ote. eee 108.5 fyege 14.5 19.8 
Lt ee eee ae 1122 74.8 14.8 20.8 
sy eee 114.4 76.6 15ek Pall ee 


Source: United Nations Bureau of Economic Affairs. 


* Including Denmark, Federal Republic of Germany, France, 
Italy, Netherlands, Norway and the Ainited Kingdom in western 
Europe; and Canada and the United States in North America. 
Calculated, except for Canada, on the basis of purchasing power 


As business expenditure on plant and equipment 
grew, there was a tendency for residential construction 
to slow down, especially where governments, concerned 
to prevent the boom from developing excessive momen- 
tum, imposed credit and other restrictions designed to 
limit the expansion of demand and release resources for 
other purposes. Nevertheless a rapid increase in per- 
sonal consumption, especially of durables>t eth ith 
the growth in business investment, generated a powerful 
upsurge of demand in the industrial group of countries 
in 1955, more than offsetting the slackening in residen- 
tial construction in western Europe as shown in table 45. 
The sharp rise in production led to an increase in the 


Fized investment 


A aoe iser,y Ghatee ta Exports and imports of goods and services 

construction equipment inventories Balance Exports Imports 
3.8 8.3 1.0 0.2 9.3 —9,1 
4.2 8.1 0.2 0.6 10.2 —9.6 
4.7 8.6 1.6 0.4 ae —10.7 
4.5 9.5 eZ 0.6 PZ —11.6 
4.3 9.9 0.7 0.9 13.0 —12.1 
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parities, as established for the purposes of table 32 of Organisa- 
tion for European Economic Cooperation, Comparative National 
Products and Price Levels, Milton Gilbert and Associates (Paris, 
1958). Data for Canada included on the basis of the official 
exchange rate. Exports and imports of goods and services 
represent the sum of the figures for the individual countries. 


degree of utilization of capacity, especially in the engi- 
neering sector of industry, where there was some pres- 
sure of demand against capacity. This provided an addi- 
tional stimulus to industrial investment, which was also 
spurred by favourable long-term business expectations 
and by competitive pressures for the exploitation of new 
technological developments. Thus business expenditure 
on plant and equipment came to provide the main ex- 
pansionary force in the boom. 


Whatever obstacles were encountered in the supply of 
materials, equipment and labour during this period did 
not significantly hamper the growth of production. 
Most of the essential raw material and energy require- 
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Table 45. Western Europe and North America: Gross National Product, Gross Fixed 
Investment and Consumption® 
(At constant prices; percentage change compared with preceding year) 


Region and item 1954 1955 1956 1957 
Western Europe 
Gross naGonal py OU Wen eG A. t) trate ra to ees 6 6 4 
Gross fixed investment...........--+.++- 10 10 6 : 
Residential construction............+-- 10 BY 2 2 
Machinery and equipment.............. 10 15 8 : 
Pergonal consumption... <6 i258 oe ee 5 6 4 ; 
Durable-consurmphon = ..007 2m cee ie 12 12 3 
North America i 
Gross national product. 4s... see oe ane —l 8 3 i 
Grogs fixed investment. .....0.0202¥+ 000s 2 9 ) 
Residential construction ..2...-..2---0- EL 18 —9 ia 
Machinery and equipment.............. —8 3 12 3 
Personal’consumption. 4.4.6 s4.co-+2+5-.- Z ne 2 2 


Durable consumption 


ey eee es eee ee ee ee hee See ee SS 
Source: United Nations Bureau of Economic Affairs. 


@ See footnote a to table 44. 


ments were met by bringing into operation unused ca- 
pacity existing within the industrial countries them- 
selves, and the labour force proved to be adequate to 
meet the growing needs of the economy, except in a 
few skilled trades. Certain shortages of materials did 
develop for a time in western Europe, but were over- 
come by imports from North America. There was, as a 
result, a rapid growth in the trade of western Europe 
with North America, a development which was further 
stimulated by measures of trade liberalization in west- 
ern Europe. 


in these countries did not prove sufficiently powerful to 
prevent the over-all rate of growth from declining 
slightly, as a result of the gradual slackening in certain 
other important components of demand. Residential 
construction slackened further in western Europe and 
declined in North America, thereby retarding the pace 
of growth in total investment. Equally, if not more im- 
portant was the sharp decline in consumption of dur- 


ables, especially mofor cars, in two of the larger 
countries, namely the United Kingdom and the United 
States. Nor, finally, was any stimulus to the economy 
being derived from the course of government ex- 


penditures. 

While total demand expanded more slowly in 1956 
than in 1955, productive capacity grew even more rap- 
idly than before in No North America, reflecting the re- 
sponse of business investment to the previous year’s 
economic expansion. The consequent fall in the rate of 


utilization of capacity was the main factor tending to 
slow down the growth of business investment in 1957. 
In western Europe, which had embarked upon the cur- 
rent phase of economic expansion earlier than North 
America, business investment was already losing some 
of its upward momentum in 1956. 


Thus the year 1957 opened with the volume of busi- 
ness expenditure on plant and equipment expanding at 
a slower pace than in the preceding period. Since other 
components of demand showed no signs of significant 
upturn, the gap between total demand-and productive 
capacity continued to open, and the volume of idle 
equipment was steadily augmented. Nevertheless busi- 
ness investment continued to rise slowly until the latter 
part of the year, owing in large part to the continuation 
of investment projects begun earlier during the period 
of greatest pressure of demand. 


In North America, where the lag in the growth of 
demand in relation to capacity was particularly pro- 
nounced, the volume of business investment in plant and 
equipment began to fall in the last quarter of 1957. 
Of more immediate importance in depressing the vol- 


ening in final demand. The resulting decline in total 
investment continued into 1958, In western Europe and 
Japan, likewise, business investment and industrial pro- 
duction tended to level off towards the end of 1957. 
As a result, some governments relaxed the monetary 
restrictions imposed during the earlier phase of expan- 
sion, and in the United States efforts were made to 
stimulate demand by accelerating government ex- 
penditures. 


The Slackening in Demand 


The rate of growth of the gross national product de- 
clined in 1957 in most industrial countries for the second 


year in succession. In Japan too it fell for the first time 
during the recent period of economic expansion. In the 
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early phases of the economic upswing relatively high 
rates of growth in total real product had been recorded. 
In the western European countries, as a whole, total 
output increased a little less than 5 per cent in 1953 
and about 6 per cent in 1954 and 1955. Real output rose 
evenfaster in Canada, Japan and the United States— 
by about 8 per cent—during 1955; in Canada and the 
United States this was the first full year of recovery 
from the 1953/54 recession. During 1956 there was a 
fall in the rate of expansion of economic activity beth 
in western European countries and in North America. 
In western Europe as a whole the more moderate rate 
of growth in total product achieved in 1956 was main- 


tained in 1957; in Canada and the United States, on 
the other hand, the rate of growth dropped further, as 


shown in table 46. 


Recent changes in the rate of growth of the gross 
national product in industrial countries have generally 
reflected similar movements in industrial production. 
It can be seen from the following table that industrial 
production rose at a rate of 9 to 10 per cent in western 
Europe in 1954 and 1955, and 11 per cent in North 
America in 1955 following the decline in production 
experienced there in 1954. During 1956 there was a 
pronounced fall in the rate of increase of production in 
both aréar- andi t957 there was no further advance in 
industrial production in North America. The fact that 
in western Europe the pace of expansion was approxi- 
mately maintained in 1957 was due largely to the mode- 
rate revival of industrial activity in the United 
Kingdom, and the continued high rates of growth re- 
corded in France and Italy; most other countries in the 
area reported a lower rate of increase in industrial pro- 
duction in 1957 than in 1956. In Japan the rate of 
expansion in industrial activity reached its peak in 1956, 
a year later than the other industrial countries, and 
slowed down markedly in the course of 1957. 


*In France and Italy, where the rate of growth of industrial 
production was generally maintained from 1955 to 1957, the bad 
harvest of 1956 was largely responsible for the relatively smaller 
increase in the gross national product in that year than in 1955 
and 1957. On the other hand, in Norway, the good harvest and 
fish catch in 1956 contributed to a relatively higher rate of 
growth in gross national product in that year than in 1955 
and 1957. 


Per cent change in industrial production compared with 
preceding year 


1954 1955 1956 1957 
Lotaletee som wets —1 1d, 4 2 
Western Europe...... 9 10 5 ) 
North America....... =7 i! 3 — 
Janet fate wee eet ates t fl 22 14 


Source: Statistical Office of the United Nations. 


Increases in industrial output in 1957 were concen- 
trated in the first half of the year; in many countries 


production declined from the first half of 1957 to the 
second half, after allowing for seasonal factors as shown 
in table 47. The tendency for production to slacken or 
decline continued into 1958. 


The gradually diminishing rate of expansion of out- 
put during 1956 and 1957 was primarily the result of a 
slackening in the growth of aggregate demand. It is 
true that the increase in the level of production and em- 
ployment—in western Europe since early 1953 and in 
North America since the middle of 1954—had resulted 
in a considerable reduction both in unemployed labour 
reserves and in spare productive capacity. Consequently 
the rate of growth of industrial production in 1956 prob- 
ably could not, in some countries, have reached levels as 
high as those obtaining in the earlier years of the up- 
swing even if there had been no change in the pressure 
of aggregate demand. As it was, however, in most coun- 
tries the point was never reached at which supply con- 
ditions would have been as tight as they had been in, say, 
1951;? this was because demand was already beginning 
to slacken during 1956, and eased further in 1957. 


The slowing down of aggregate demand was partly 
the result of government policies, but also reflected the 
operation of forces inherent in the cycle. The mildest 
governmental restraints on demand were those intro- 
duced in Canada and the United States; but it was pre- 
cisely in these countries that the slackening in demand 
became most pronounced by the end of 1957. More 
vigorous governmental measures to curb the growth of 
demand were introduced in the Scandinavian countries 
and the United Kingdom at an early stage of the up- 


* For further discussion of this point, see chapter 1. 


Table 46. Real Gross National Product and Its Major Components, by Country* 


(At constant prices; as percentages of 1956 gross national product) 


Gross ed mie ' Exports and imports of goods and services 
i ersona ernment ire nge in ee 
Country and year ale PP tar i peeapely 8 investment srioerieetek Balance Exports Imports 
Western Europe ; Dery 
Fae ae een ed cabels 4, © weataimiatateeades 96.3 64.8 1p 17.2 UES} (0) 7 16. : 
1956. ee Moussa a 208 100.0 67.5 12.8 18.2 1] 0.4 17.6 S172 
ify Reha ene Eee 103.8 70.1 12.9 18.9 13 0.6 18.8 = 18.2 
Sacer if 2.0 34.6 —32.7 
NG tats ts 97.1 67.2 Nal 16.8 0.1 . ‘ : 
a ee aes uk Oh 100.0 68.9 11.4 17.6 0.7 1.4 38.1 Sani 
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Table 46. Real Gross National Product and Its Major Components, by Country* (continued) 
(At constant prices; as percentages of 1956 gross national product) 


Exports and imports of goods and service 
ft ae ee 


weet Personal Government Fized Change in 
Country and year product consumption expenditure investment inventories Balance Exports Imports 
Denmark 
OSS AGN ta, ie, Oe sk eA 98.8 67.7 1320 ia2 = 0.9 33.9 —33.0 
TOS Geile pace aoe tae eh eet 100.0 68.3 By 17.4 1.4 —0.4 34.6 — 34,9 
G5 7 op pena Mee Rein ear tet 104.4 70.7 eo WHE 1k0 L5 37.4 —35.9 
Federal Republic of Germany 
RE hee oy reir i ahiae Wee 94.5 SYS ps) WOES 21.0 2.9 2.6 20.2 —17.6 
OSG ear eee aren ea 100.0 59.8 Waa 22.4 13} 327 Dish —19.7 
OS nie AL Mion Ronettes eis 104.6 62.9 NBEO DLS. 1.6 4.4 26.4 — 22.0 
France 
LOGS ie et ae eta ee een a aes 95.8 65.6 12.4 16.2 0.8 0.9 15,2 —14.3 
NOS Oeie eee nro teeny Oke: 100.0 68.8 14.3 lino 1.4 —1.9 14.0 —15.9 
5 ae ear Sect eee 106.1 72.9 14.9 18.8 1.4 —1.9 14.9 —16.8 
Italy 
155 apart en eae te etees MN 95.9 65.0 10.4 19.6 1.4 —0.5 12.6 —13.1 
LOSO Meee tree hot rere 100.0 67.9 10.9 DAN 0.8 —0.7 13.9 —14.7 
LOS Merete a ea see soc 105.4 70.8 11.0 22.8 0.5 0.2 16.7 —16.4 
Netherlands 
155, eee eet cr tae pace neces os 96.6 56.0 ier DAs 1.9 Sie _ 
Toso ee eh oe 100.0 60.9 13.7 24.2 a: ey Be 235 582 
POSTE ett oct ees 102.5 60.3 13.7 — fa 56.3 —56.6 
Norway 
10 5 5 eee ee nen, Sern! aemeners 95.9 54.9 9.7 35.1 aa = 
TO 56ae tere ok case 100.0 56.4 10.0 36.4 5 3 ~33 378 231 
OS TROP ca ML ALS ae Ee 102.9 58.0 10.3 BT Ley —4.8 39.2 —44.0 
Sweden 
de heya See Ae ge ero EA Sere 96.8 56.3 18.0 22.0 1.8 = ce 
1 SG MERE: ei eee eee. 100.0 57.8 18.7 22.6 1.2 2 3 18 ee 2 
105 7 eee ee ere ene we 102.1 58.5 19.5 23.0 ied — 23.6 —23.6 
United Kingdom 
11S ots tetas ea i ae er earch, eae 98.4 62.8 18.5 15.4 1.6 
CSG eg os, Sree oe are 100.0 62.9 18.6 16.1 13 1 i 347 336 
OS Tie ek ane 101.8 64.1 18.0 16.9 2.3 0.5 24.9 24.4 
North America> 
LOS Sat TR one cae MAE cis 96.9 64.2 13 
JOS Gee ee od 100.0 66.3 134 187 il 06 ; 7 a 
ee Di its cin. AOC ee re 101.0 67.3 13.8 18.8 0.2 0.9 eo =§6 
‘anada 
LOSS See Renee ence ee 92.3 60.0 pez 21S 0.9 —2.5 19.3 pal 
1956 Pe Ss. eee 100.0 63.9 13.0 25.5 22 —4.6 20.5 a 352 
WE RE ke 0 ee 4.9 13.0 26.6 04 —43 —24. 
United States eel va 
OSS Bp terete th cus aie aoe eee 97.2 62.7 
[OS AORN es 100.0 64.8 1G 19 t ~ $3 an 
CER 2c kac i e: oh e 101.0 65.7 16.9 16.9 0.2 13 6.2 a, 
Japan4 , ax 
OS Sea Ne teasiee hans: 91.0 57.8 10.6 
Cenk : : é lig 3 
iE oL oo? ihe AE i A RO 100.0 61.6 111 13 70 “10 87 ee 
(O57, Mee i caves 106.1 64.6 11.9 25.6 6% mk 15.8 ies 
Source: Statistical Office of the United Nati ‘ : ; : 
Economic Affairs ; replies en Mapai sr che Uniea anos ea ia bene ee mye oe caiecate peared i 
questionnaire of November 1957 on economic trends, problems errs nd: abroad to net foreign investment and omitting the 
pad ipo ieee ferris sGMant Tugopaci eaten: ie oe ‘orresponding items from government expenditure and personal 
Ce ee BE raed wettounl etace P : consumption, respectively; the value of civil public constructi 
urces,. P ction 
Figures for 1957 are preliminary estimates of gove ents tei Napronrgie rom government expenditure to fixed invest- 
; : i, governments or ment 1 t 
of the United Nations Bureau of Economie Affairs. build: ae on amount equal to the value of new government 
iuldings was added to government expenditure in respect of 


a Except in the case of Japan, Norway, Sweden and the United clati ildi 
Tee ee possible Me do so, figures have been ia inn ot eed ae 
ee cen chee) a i canes oe panes Nations ‘ ° Public civilian investment in corporations and ent i 
ee ee es ne ies 3 le the following is included in fixed investment; the rest of public i Natta 
investment” w laced by tk ited States: “net foreign included in government expendit : Rk ras 
as replaced by the balance of exports and imports 4 No provision is made for pebie sat valuation adj 
adjustment. 
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swing, and by France and the Netherlands in 1957. 
The stringency of the measures adopted was due to 
balance of payments difficulties in the countries con- 
cerned; this, in turn, generally reflected the fact that 
the pressure of demand in these countries had risen 
relatively more than in their principal trading partners. 


While the severity of the specific anti-inflationary 
measures adopted varied widely from country to coun- 
try, there was much more uniformity in the impact of 
over-all government revenue and expenditure policies 
upon the economy. As was shown in chapter 1, the total 
outcome of these policies was that, in general, a mildly 
expansionist influence upon the economy was exerted 
from 1953 to 1954, following the end of the Korean 
boom, and an equally mild anti-inflationary influence 
was felt from 1954 to 1957. 


Table 47. Percentage Changes in Industrial Pro- 
duction in the First and Second Half of 1957 com- 
pared with the Preceding Half Year 


(On a seasonally adjusted basis) 


First Second 
Country half 

PER a etek es POL a ewe « 2 —1] 
Western European countries*..... 3 1 
ER eit Rigen soe ER a 5 m0 3 —6 
RENEE ta ae ew om as = oe 2 —4 
Federal Republic of Germany... 6 —l 
Brancenawwee se Cuesate. a. os 4 4 
eT EE EEO Eee 5 ] 
A Se ae + —4 
a eee ae es ee 1 
a ie PP ee 3 - 
United Kingdom.............. 1 1 
PROMOS ons 2d ninth oo Acie e> eo 1 se 
CO eae ee a eae 1 =—2 


Source: Organisation for European Economic Co-operation, 
General Statistical Bulletin (Paris). 

* Member countries of the Organisation for European Eco- 
nomic Co-operation. 


The progressive deceleration in aggregate demand in 
a_pronounced decline 


portant factor in retarding the growth of fixed invest- 
ment was a slackening in residential construction, which 
had provided much of the initial impetus to the expan- 
sion of demand in the early stages of the upswing. 
Government policies involving credit restriction and 
higher interest rates were partly responsible for this 
development. Governments in the Scandinavian coun- 
tries and in the United Kingdom were particularly ac- 
tive in this respect, since in addition to introducing 


? The United States Government exerted a fairly substantial 
retarding influence on the economy through the budget in 1955, 
but this did not prevent a vigorous expansion of total output in 
that year. The restraining effect of the budget was much re- 
duced in 1956, and by 1957 the budget had become slightly 


expansive. 
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restrictive monetary policies, they adopted direct meas- 
ures which included a reduction of housing subsidies 
and public construction activity, the limitation of build- 
ing permits and the imposition of taxes on construction. 


Business investment began to slow down in western 
Europe in 1956 and“in-North America in 1957. In the 
course of the boom the rate of creation of new capacity 
appears to have reached a new post-war peak, and this 
in turn called for a rate of expansion of output greater 
than in previous years if all the additional capacity was 
to be fruitfully employed. As it was, however, the rate 
of increase of output in several of the major countries 
was somewhat lower than in previous years, so that there 
was a tendency for idle capacity to accumulate, even 
while production was rising. As the gap between pro- 
duction and capacity opened, investment outlays first 
levelled off and then declined, thus contributing to a 
fall in aggregate demand. Evidence of the development 
of excess capacity will be examined in some detail 
below. 


The slower advance of aggregate demand in 1956 and 
to some extent in 1957 was also the result of develop- 
ments in consumption. In general, changes in personal 
consumption were in line with changes in total output 
during the recent boom; the peak rate of increase in 
consumption was reached in 1955, amounting to 6 per 
cent in western Europe and over 7 per cent in North 
America, as shown in table 48. These rates of increase 
were reduced considerably in 1956-1957. In the United 
Kingdom and the United States there was a rise in the 
ratio of personal savings to personal disposable income 
in 1956, which was associated with a substantial fall in 
consumer expenditure on durables, especially motor 
cars. While in the United States a reaction against the 
exceptionally high level of automobile sales in 1955 
was mainly responsible for this development, in the 
United Kingdom it reflected strong governmental meas- 
ures aimed at restraining consumer expenditure on 
durables.* Measures introduced by the Scandinavian 
countries in 1954/55 and by the Netherlands in 1957 
had a similar effect in curbing the expansion of personal 
consumption. There was also a significant increase in 
the proportion of personal income devoted to saving in 
the Federal Republic of Germany in 1957. 


INTER-COUNTRY DIFFERENCES IN TIMING 


The slowing down in the growth of demand and pro- 
duction did not occur in all industrial countries at the 
same time. It began at a relatively early stage in the 
upswing in the United Kingdom and especially in the 
Scandinavian countries, where the upsurge of demand 
led to serious balance of payments difficulties;° strong 


‘The relaxation of these measures late in 1956 and early in 
1957 in the United Kingdom was accompanied by a revival in 
consumer expenditure on durables. 

5 In Sweden and the United Kingdom the high rate of inven- 
tory accumulation in 1955 also contributed to the deterioration 
in external balances. 
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Table 48. Changes in Gross National Product, Per- 
sonal Disposable Income and Personal Consumption, 
by Country 


(In real terms; percentage change from previous year) 


Gross Personal 
national disposable Personal 
Country and year product income* consumption 
Western Europe 
1.955 seers ee ras ata 6.2 5.8 
95 OR eres are Wome ee 3.8 4.2 
I) 5 een merce aoe yverecss 3.8 3.9 
Denmark 
LOSS Ae eee aes —0.9 —1.6 
1 OSG ae ees iL 0.9 
Oe ea ee tte RVR 4.4 3.0 
Federal Republic of German 
i ce ere f ee A 11.8 8.7¢ 9.4 
LOS Otc Gaerne 5.8 7.4¢ 7.8 
1D SFC hess cab en RR corer 4.6 7.2¢ 5.0 
France 
TROIS ys 1 ces cane ee arene 6.7 8 5.9 
1 OS Oe eee eae en ee bes 4.4 6 6.4 
LG Ss seeaeee Stee oer cay oa s 6.1 6 5.9 
Italy 
OS Serres eben ee Gestels. 6.8 3.9 
|: 5 O eee perce misery, none 4.3 4.4, 
ASB Wither iS Valor eae 5.4 4.2 
Netherlands 
LOS Sree Nena ers Gil 6.8 
LO 5G Peeeeat een ai eter yh Bs 8.8 
OS ee eva Sega Nees Ss 5) —1.0 
Norway 
OSD RE PR ise 2.9 2.6 
LOS Onerneetan Werenecy oe cay. an re 4.3 Wee 
Obie trian itta a 2.9 2.8 
Sweden 
LOD Swarr weer ua cee eee 4.0 52 3.9 
TGC ras epee eee ee Dil BT 
TEER abo Ad eee ee Pad 1.8 1.0 
United Kingdom 
ES nhenc eae eeNRee Eee eet 3.0 4.7 Se 
1 OS Oaaages mete Sees hie ate ee 1.6 Bill 0.4 
1 OS eee tr pk cdo 1.8 DiI 2.0 
North America® 
NOS SAE rer tere ec ete, chee Tal Ceo 
LOO Meee oak: By? By) 
OS TRE Ten Melerinte on kat 22 1.0 1.6 
Canada 
TOG Sea ep are gopete sieeve ne 8.2 8.8 8.0 
OS OWES pitta eee 8.3 7.9 6.6 
BS Souci ete er 0.5 Tas 5 
United States 
TRO Sy thie eee eR Cm cet 7.0 5.8 UGA 
OS Gai eicr nee ean obs 2.9 4.5 ees 
AO Staci, een Roe nate 1.0 1.4 1.6 
Total industrial countries» 


Source: See table 46. 

* Personal disposable income deflated by implicit deflator for 
personal consumption. 

> See footnote a to table 44. 

° Disposable income from wages and salaries, retirement 
pensions, public transfer payments and withdrawals by self- 
employed persons for private purposes. 
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governmental measures aimed at improving the balance 
of payments position by restraining the growth of de- 
mand were introduced in 1954 and 1955. In the Scandi- 
navian countries the expansion of demand slowed down 
in the course of 1955, and in the United Kingdom in 
1956. There was also an easing of demand in 1956 
in the Federal Republic of Germany and the United 
States, though not as pronounced as in the United 
Kingdom. The other industrial countries, with the ex- 
ception of France and Italy, did not experience a slack- 
ening in the growth of demand and production until 
1957; in France and Italy the growth of demand was 
maintained throughout most of 1957. Chart 9, which 
shows changes in industrial production from 1954 to 
1957 on a seasonally adjusted basis, gives some indi- 
cation of these differences in the phasing of the cycle in 
the various groups of countries. 


In Denmark, which had suffered a moderate decline 
in real national output in 1955, the relaxation of previ- 
ously imposed restrictions in the middle of 1956 was 
followed by a revival in construction and industrial 
activity. This continued until May 1957 when, following 
a renewed deterioration in the balance of payments, 
new measures were adopted to restrict the growth in 
consumption.® These measures were followed by a fall 
in the level of industrial production and an increase in 
unemployment in the second half of 1957, although 
for the year as a whole total real output was higher than 
in the preceding year. In Norway and Sweden, the eas- 
ing of demand in the latter part of 1955, and the rela- 
tively moderate pace of expansion in total product dur- 
ing 1956 and 1957, was associated with a slower rate of 
growth in fixed investment and durable consumption 
during that period. The slackening in these categories 
of expenditure, especially durable consumption, was 
reflected in a slower rate of growth of imports than 
exports and in an improvement in the real foreign 
balance.? The very considerable increase in external 
demand for shipping services during and immediately 
after the Suez crisis and the continued rise in ex- 
ternal demand for basic export commodities also con- 
tributed to the improvement in foreign balance and to a 
moderate rate of growth in demand and production in 
both countries during these two years. In Norway the 
partial liberalization of building restrictions early in 
1957 and a waiver of duty on imports of certain cate- 
gories of machinery were instrumental in stimulating 
residential construction and business investment during 
that year. 


There was no easing in demand in 1955 in the United 
Kingdom, where stringent measures against the éxpan- 
sion of demand were adopted later than in the Scandi- 
navian countries. A rapid increase in industrial invest- 


; *A deterioration in the terms of trade as a result of a fall 
in the prices of agricultural exports also had an adverse effect 
on the balance of payments. 

: a In Sweden a slowing down in the rate of inventory accumula- 
tion in 1956 and 1957 also contributed to the improvement in 
the foreign balance. 
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Chart 9. Indices of Industrial Production 
(Seasonally adjusted half-yearly averages) 
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Source: Organisation for European Economic Co-operation, 
General Statistical Bulletin, March 1958 (Paris). 
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ment and in the consumption of durables in that year 
more than offset the adverse effect of a decline in resi- 
dential building, associated with a sharp fall in public 
housing construction and a reduction of housing sub- 
sidies. There was, however, a pronounced slackening in 
demand in 1956, owing largely to a considerable decline 
in consumer expenditure on durables, especially motor 
cars, and to a slower rate of growth of fixed investment. 
The fall in consumption of durables followed immedi- 
ately upon the introduction of government measures in 
the last quarter of 1955 and early in 1956, raising pur- 
chase tax rates on durables and restricting hire-purchase 
transactions. The decline in the rate of growth of fixed 
investment was accounted for by a continued fall in 
residential construction and a marked slowing down in 
the expansion of business investment. The effect of the 
easing in demand was seen in a slight decline in indus- 
trial production and an improvement in the external 
balance to which the slower rate of inventory accumula- 
tion also contributed. 


Despite the persistent decline in residential construc- 
tion and a further slowing down in manufacturing in- 
vestment, the rate of increase_of_total fixed investment 
was more than maintained in-the United-Kingdom in 
1957. This was largely accounted for by—a-substan- 
tial rise in investment in public utilities and transport 
and communications, which are largely nationalized. 
Additional stimulus to the growth of demand, especially 
in the engineering sector, was provided during that year 
by a rise in consumption of durables and in the export 
of motor cars. The revival in consumer expenditure on 
durables was associated with a progressive relaxation 
of the previously imposed restrictions late in 1956 and 
during the first half of 1957.° In spite of this, total 
consumer expenditure did not rise in relation to per- 
sonal disposable income, the greater advance in dura-_ 
ble consumption being offset by slower~growth in 
other components o! eré was-also a 
decline in the volume of government expenditure, 
owing to a substantial fall in outlays for defence. The 
relatively moderate revival in total demand associated 
with these developments led to a rise in the seasonally 
adjusted index of industrial production in the second 
quarter of 1957. During the remainder of the year pro- 
duction was maintained at approximately this level, 
which was slightly lower than in the last quarter of 
1955; there was a tendency for industrial output to 
decline at the end of the year. At no-time-during1957 
did the pres : the high point attained 
in 1955; the moderate deterioration in the real external 
balance resulted largely from a rise in the rate of 
inventory accumulation and from the delivery of im- 
ports delayed from 1956 by the closing of the Suez 
Canal, rather than from an excessive pressure of 
domestic demand. 

® The easing of the restrictions affecting purchases of motor 
vehicles did not have an immediate impact on sales because of 


the imposition of petrol rationing from December 1956 to May 
1957, in connexion with the Suez crisis. 
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Apart from the United Kingdom, two other major 
industrial countries experienced a slackening in the 
growth of demand in 1956, though on a less significant 
scale—namely, the Federal Republic of Germany and 


expansion of demand in consumer goods industries. 
The easing of domestic demand was accompanied by a 
substantial improvement in the real external balance, 
which accounted for almost a fifth of the increase in 
total product during that year. The slackening in de- 
mand continued into 1957, during which year fixed 
investment failed to increase any further. The slowdown 
was now extended to the consumer goods industries, 
accompanying a rise in the proportion of personal dis- 
posable income set aside for savings. A mild stimulus 
to the growth of demand in 1957 was provided by a 
decline in the surplus on government current account, 
which resulted largely from tax reductions introduced 
late in 1956 and in 1957, and from increases in the 
salaries of public employees and in transfer payments. 
There was also a further improvement in the external 
balance. 


In the United States, where the upswing in economic 
activity had started later than in western Europe, there 
was, by contrast with the Federal Republic of Germany 
and the United Kingdom, a rapid acceleration in busi- 
ness investment during 1956. The greater momentum of 
industrial investment was, however, outweighed by a 
fall in residential construction and in consumer ex- 
penditaré”on durables, especially motor cars. Housing 
investment was adversely affected by réduced avail- 
ability of funds, higher costs of land and construction, 
and more selective demand.® The fall in durable con- 
sumption in 1956, which was even more significant in 
slowing down the expansion of demand,"° was, as men- 
tioned earlier, mainly a reaction against the large num- 
ber of automobile sales in the preceding year. The in- 
crease in world demand for United States exports, which 
resulted in a rise in the real export balance, partly 
offset the weakening in internal demand. 


The slackening in demand persisted into 1957. Total 
fixed investment showed no further increase, a_con- 
tinued decline in residential construction being roughly 
offset by a slight rise in other investment. In the course 
of 1957, the volume of business investment—at first 
levelled off and then dropped towards the end of the 


*See Economic Report of the President (Washington, D.C., 
January 1957), page 25. It should also be noted that, as a result 
of the large volume of residential construction since 1950, there 
was a substantial increase in the stock of vacant units, avail- 
able for sale and rent. 


oo The decline in automobile sales was twice as large as that 
in residential construction in 1956. 
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year. As will be shown below, the slackening in business 
investment, as in the Federal Republic of Germany and 
the United Kingdom in 1956 and 1957, was largely due 
to the failure of demand to-grow_as fast_as capacity. 
There was also only a slight recovery of consumption 
in relation to personal disposable income, which was 
now rising more slowly. 


In the first half of the year the adverse effects of these 
developments on aggregate demand were largely offset 
by a further growth of exports and by a continuation 
of the upturn in defence expenditure which had begun 
in 1956. However, even these two buoyant components 
of demand turned downwards in the latter part of the 
year; this, coupled with disappointing sales of new auto- 
mobile models, led to a small decline in total final 
demand at the end of the year. Industrial production, 
which had been virtually stable from the fourth quarter 
of 1955 to the third quarter of 1957, declined in Septem- 
ber and continued to fall thereafter, while unemploy- 
ment rose. 

The adverse effects of the decline in final demand 
on industrial production were aggravated by inventory 
liquidation, which statistically was by far the largest 
element in the drop in total demand in the fourth 
quarter of 1957. Inventory accumulation had already 
fallen to low levels in the first three quarters of 1957 
because of declines in new orders and diminishing back- 
logs of unfilled orders in manufacturing industries. New 
orders for industrial goods reached a peak late in 1956, 
and the subsequent decline was the inevitable by- 
product of the slowing down in the growth of demand. 
Since output was maintained at a high level, the fall in 
the volume of new orders was accompanied by a steady 
decline in outstanding orders. As sales fell, stocks of 
manufacturers were drawn down in the closing months 
of the year. Liquidation also appears to have been gen- 
eral in wholesale and retail trade, except for automobile 
dealers, who experienced some involuntary accumula- 
tion, and food retailers. 


There was no significant easing in the growth of 
ageregate demand in 1956 in the other industrial coun- 
tries, namely Belgium, Canada, France, Italy, Japan, 
and the Netherlands, mainly because of rapid increases 
in fixed investment and personal consumption. In 
France a steep rise in public expenditure, consisting 
primarily of higher military outlays connected with the 
Algerian conflict, also provided a major stimulus to 
demand. However, total demand weakened considerably 
in Canada in 1957, and there was a less marked easing 
of demand for the year as a whole in Belgium, Japan 
and the Netherlands. In Canada developments during 
1957 resembled those in the United States. Although 
fixed investment rose for the year as a whole, it levelled 
off in the course of the year and then declined; con- 
sumer expenditure on durables also fell. This was ac- 
companied by inventory developments similar to those 
in the United States. Industrial production declined 
gradually after the first quarter and unemployment 
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rose, especially at the end of the year. In Belgium, where 
the boom had been largely based on demand from 
abroad, falling external demand for coal, steel and 
other metal products resulted in deterioration in the 
external balance; this, together with a slight decline in 
real fixed investment, contributed to a slowing down in 
the growth of total demand. In the Netherlands the 
Government introduced severe measures early in the 
year aimed at restraining personal and public expendi- 
ture, and also suspended the investment allowance, with 
a view to reducing the pressure of domestic demand and 
improving the external balance. These measures were 
instrumental in slowing down the growth of investment 
and especially of consumption expenditure, and brought 
about an easing in domestic demand in the second half 
of the year. In Japan, too, there was a pronounced 
slackening in investment demand in the course of the 
year following a number of measures adopted by the 
Government to this end. The setback in demand in 
Belgium and the Netherlands resulted in a decline in 
industrial production in the second half of the year. 
Unlike the situation in Belgium and Japan, there was 
some improvement in the external balances of Canada 


and the Netherlands during 1957. 


The only two countries which did not experience a 
significant setback in the growth of demand during the 
greater part of 1957 were France and Italy. In both 
countries fixed investment continued to rise faster than 
total output, and at about the same rate as in the pre- 
vious year. In France the increase in defence expendi- 
ture, though slower than in 1956, provided a further 
stimulus to the mounting pressure of domestic demand, 
especially for engineering products. In the second half 
of the year the steep rise in prices which followed the 
de facto devaluation of the franc and the government 
policy of reducing subsidies and increasing indirect 
taxes had an adverse effect on real wages. But the im- 
pact of this on consumption was partly offset by the 
expectation of increases in prices, and for the year as 
a whole the volume of consumption rose almost in pro- 
portion to the national product. The fears of devaluation 
and of restrictions on imports, both of which mate- 
rialized in the second half of the year, also gave rise 
to speculative imports which were reflected in a rapid 
accumulation of inventories and a moderate deteriora- 
tion in the external balance. In Italy, where consumption 
rose less than total output, strong external demand for 
exports throughout most of the year provided a power- 
ful stimulus to the growth of demand and to indus- 
trial investment and resulted in an improvement in the 
real external balance. In both countries the rate of 
increase in industrial production for the year as a 
whole was maintained at the high level reached in 1956, 
although in Italy production declined moderately in 
the last quarter of 1957, after allowing for seasonal 
movements. 


The slower rate of expansion in aggregate demand 
in the industrial countries in 1956 and especially in 


Table 49. Changes in Employment and Unemploy- 
ment, by Country 


(Percentage change from previous year) 


Total Employment Percentage 


Country and year Shape Mactartan snlaapente 

Belgium 

OS aires creer ent Ani t Va on ‘at 4.6 

OS Oars ratte a 3.6 

LB a ee eee OR ere Cee i 3.0 
Denmark 

QOD Me ae tte ee —l 9.7 

LOB OR caes ea eee —4 iil 

OG Ga Mew erascce ab ongoper nun oh 3 10.2 
Federal Republic of Germany» 
OOS As hone aes chong 8 Del 
ORG eewercrater ica rer eit ae 5 6 4..0 
OS ee Boe eee 3 3 3.4 
Francee 

OSD Even aaa cecal ranches 1 i Wow 

LOSG A Reet Sees oo ean il 1 Holl 

ANS Sie Japan tO Are Ae Beret 3 3 0.8 
Italy 

TODS tee. Meret sat nee 1 9.8 

O50 ee ees eee 2 9.9 

LOG e sty ee ee geenee ee 24 9.0 
Netherlands 

O55 Seth cera nee cy ees 2 13 

OSG ee eo ee il 0.9 

LOD Taha ea oe ee = ee 
Norway» 

Abo aioe, MRR Rees ore 1 2 Le 

LOS GMS tanec eaccrettes = 1 1.4 

NOS ee eee nee 1 a 1.4 
Sweden 

O55 Beesccrarhe twat tne attra ate il 2 are 

LOS GRP erect ne eee il 1 i 

LOS Ae ceo emer eee 0.5 — 1.9 
United Kingdom 

LOS SER ae et oar 2} a2: 

1056 eee ees eran il — 3 

TOS Tags terete ait orc ee —= 1.6 
Canada 

EOS eee eae es te eee 3 il 4.4 

TO5G ern emer rere kee 4 6 3.4 

LO Sees ee nee Sa te one 2 il 4.6 
United States 

LOS Sime Ser eit se a ae cess 3 4, 4.4 

| O5Gtee eae 8 aie was 3 2 4.2 

iY SWAP vate tae mya ete state = —l 4.3 
Japan 

F055 Se ee a 2) 

1OSG HR en Oe 2 13 

LOST epee ie reece 3) 9 


Source: Statistical Office of the United Nations, Monthly 
Bulletin of Statistics; and national sources. 

«The percentage of unemployment relates to the ratio of un- 
pel pene ip eee to the total civilian labour force or to the civilian 
labour force available for hire. Unemployment percentages are 
not, however, comparable between countries owing to differences 
in definition. 

» Civilian employment refers to wage and salary earners only. 

¢ Civilian employment refers to the over-all index of employ- 
ment of the Minthte of Labour. Unemployment percentages 
represent the ratio ee aenlaents for employment to the civilian 
ee force covered by the over-all index. ; 

4 First six months compared with the corresponding period of 


the preceding year. 
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1957 was accompanied in general by a slackening in 
demand for labour. This was reflected in a smaller rate 
of increase in employment, a reduction in weekly hours 
worked in industry, and an increase in unemployment, 
as shown in table 49. 

The easing in demand for labour became particularly 
pronounced in the latter part of 1957 and the early 
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months of 1958. In some countries, notably Canada and 
the United States, there was a decline in the level of 
employment and an increase in industrial unemploy- 
ment, especially in the automotive and steel industries. 
In most of the other industrial countries likewise there 
was a tendency for unemployment to increase during 
this period, although not as much as in North America. 


Developments in Foreign Trade and Payments 


The foreign trade of industrial countries followed the 
same general course as total economic activity during 
the recent boom. The rate of increase in the volume of 
exports and imports reached a peak during 1955, when 
the advance in output was also greatest. Foreign trade 
grew faster than total output in 1955, and approxi- 
mately in proportion to industrial production. The ex- 
pansion of trade slowed down less than production, both 
total and industrial, in 1956, and in North America 
the volume of exports actually accelerated in 1956, as 
shown in table 50. By 1957 the foreign trade boom was 
slackening rapidly, and in the last quarter of the year 
She rie Title ae po advante ove thes corresponding 


quarter of 1956. 


The volume of trade between the industrial countries 
themselves responded sensitively to the upsurge in busi- 
ness activity in 1955, as shown in table 51, rising more 
rapidly than industrial production in that year. Although 
production began to slacken in 1956, trade among the 


industrial countries continued to advance at almost the 
same pace as in 1955, and it was not until 1957 that a 
significant slowing down occurred. The most dynamic 
elements in the growth of this segment of trade in 
1955-1956 were the upsurge in the demand of North 
America for goods from western Europe and Japan 
and a corresponding advance in the purchases of west- 
ern Europe from Japan and North America. Although 
intra-European trade also rose significantly during this 
period, it did not dominate the development of trade of 
industrial countries, as in previous years. 


The rise in North American demand accompanied a 
recovery from the recession of 1954, and reflected a 
continuing shift in the composition of North American 
imports towards finished manufactures, favouring im- 
ports from other industrial countries. As will be seen 
below, this shift was of considerable importance in re- 
lation to the buoyancy of North American imports as 
the recession began at the end of 1957. The relatively 


Table 50. Quantum of Exports and Imports of Industrial Countries 


(Corresponding period of preceding year = 100) 
ee Se 


Item and year Totals 


Western Europe> 
North = 


America Total Continental Sterling 

Exportse 
LOS A ie We an ts Seen ch ae ee oe 110 104 1 114 105 
LODE ren Aa ey Nc tees 111 110 1 113 107 
ASS este het ne a ees een 110 116 107 107 106 
LOS ee a ee eae este 106 106 106 107 103 
NOS (G Fingt QUAN eK car Sar) sunt ie 116 121 113 116 106 
1957 Second quarter.............. 106 109 104 105 102 
1957 Third quarter............... 106 104 107 107 105 
1957 Fourth quarter.............. _ 99 94, 102 103 98 

Imports 
Il Ose er a nes 105 93 112 116 102 
LOSS fakes te Sah tha, eee cook eae iam 112 112 112 112 112 
LOB OAM oe enti Ces ere cee 109 112 107 lll 7 
LOS Tanya aoe SI 105 100 106 107 103 
1957 First quarter................ 112 101 115 12] 102 
1957 Second quarter.............. 106 99 106 107 103 
1957 Third quarter............... 104 101 104 105 104 
1957 Fourth quarter... .isse. 540 101 99 103 102 104 


Source: Statistical Office of the United Nations 
and Bureau of Economic Affairs. 


* Including Japan. 


>’ Member countries of the Organisation for 


European Economic Co-operation. The sterling 
countries are Iceland, Ireland and the United 
Kingdom; continental countries are the remainder. 


° Excluding special category exports of 
1 o } the 
United States. a : 
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Table 51. 


Quantum of Exports of Industrial Countries by Major Areas of Destination® 


(Percentage change from preceding year) 


SS a 


Total» 
Country or area of origin Mek, pone Eecrab a ie 

North Americac 

TORS merece cera ee 11 18 1 

Sieh nk Rey he 3 

1956 BRT eens Hee Re a. 14 16 16 a 

Ee ee a TEN coated ys eau he —2 6 4 12 
Western Europes 

LLY Sis) Sate Oe ke 16 4 

LOS Cee Pye eer Sf eh age 21 * i i 

AOS pees, Mere: Bey me ey es ae 3 6 6 Wl 
Japan 

TOSS eRe oe enc ce 74 36 2 

1956 Fab ice ick ae a ne eae 20 20 20 e 

Sy tle SRE sere ert nee ee 3) 31 12 10 
Total industrial countries» 

USI eens Chis fo ek 15 15 14, W 

1956 Ee, oe RN eR ee Oe 16 9 12 8 

Te MeN cress ee eee rk -- 6 5) 9 


Source: United Nations Bureau of Economic 

airs. 

s Estimated on the basis of the current value of 
exports to each area, deflated by the over-all export 
unit value index for each area of origin. 


greater increase in the exports of Japan and North 
America to western Europe than in intra-European trade 
was due to a series of factors. As output in the basic 
industries and in some of the engineering industries 
approached capacity in western Europe in 1955-1956, 
there was a considerable growth in import demand for 
items in short supply from domestic sources, such as 
coal, steel and certain types of machinery. The liberali- 
zation of imports from Japan and North America pro- 
ceeded more rapidly than intra-European liberalization 
—trade within western Europe having already been 
largely freed in previous years. Western Europe’s im- 
port demand for grain was also enlarged as a result of 
the poor harvest of 1956; apart from raising the total 
import requirements of importing countries, the short 
crop caused a decline in French exports in that year. 
In addition to these developments, there were two spe- 
cial factors affecting North American exports to Europe 
in 1956-1957. The Suez crisis led to higher deliveries of 
petroleum from the United States, and probably also 
to some speculative accumulation of inventories of other 
industrial materials in western Europe. Sales of food- 
stuffs and cotton under the United States agricultural 
surplus disposal programme contributed further to the 
export expansion throughout the period, but especially 


at the end of 1956 and during the first half of 1957. 


The slowing down of trade among industrial coun- 
tries in 1957 was characteristic of all the main com- 
ponents of this trade, but the tendency was especially 
marked in respect of shipments to North America, which 
were barely maintained in the aggregate, a slight decline 
in trade between Canada and the United States being a 


> Including Japan. 

° Excluding United States special category 
exports. 

Member countries of the Organisation for 
European Economic Co-operation. 


little more than offset by relatively small further in- 
creases in deliveries from Japan and western Europe. 
Cessation of special petroleum shipments by the United 
States at mid-1957 coincided with the curtailment of 
agricultural surplus disposal; and these factors, super- 
imposed upon a weakening of demand in western 
Europe as shortages disappeared and activity began to 
slacken, resulted in a sharp fall in United States exports 
to Europe in the second half of 1957. 


Exports of the industrial countries to the rest of the 
world as a whole lagged behind their trade with one 
another in the sense that they increased much less over 
the entire period, and that they continued to gain 
momentum in 1956-1957. There was a progressive in- 
crease in the exports of western Europe and Japan to 
the centrally planned economies, in line with a corre- 
sponding rise in import trade. There were, however, con- 
siderable differences in the development of trade with 
various groups of primary producing countries, which 
did not all participate to the same extent in the boom 
originating in the industrial countries. The countries 


making the largest gains during the recent boom were 


the exporters of minerals, inchiding the Middle Eastern 
exporters of petroleum up to the time of the Suez crisis. 
There were, however, other notable advances in exports, 
especially from the overseas sterling area to continental 
western Europe and Japan and from the dollar coun- 
tries of Latin America to North America. Other sectors 
of trade with primary producing countries showed little 
or no expansion. Foremost among these were the exports 
of the overseas sterling area to the United Kingdom, 
where import demand for most basic materials rose very 
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little even in 1955, and subsequently dropped in 1956 
along with industrial production. Exports of the French 
dependencies to France did not increase very much until 
1956. Nor was there any appreciable advance in the 
exports of the agricultural countries of non-dollar Latin 
America in the course of the boom. Stagnation in these 
sectors of trade contributed to the relatively smaller 
growth in the import demand of primary producing 
countries than of industrial countries over the period 
as a whole."* 

The fact that the industrial countries’ exports to 
primary~ producing countries tended to accelerate in 
1956-1957—when the boom in industrial countries was 
slackening—is in line with experience in previous post- 
war economic expansions. As in the past, import demand 
of the primary producers responded to the growth in 
their export incomes only with a lag. This was natural 
since time was required for the advance in export 
incomes to generate repercussions throughout the econ- 
omy, and hence an increase in import demand. Time was 
also needed before governments could decide that im- 
provements in external balances were likely to persist 
long enough to warrant an easing of import restrictions; 
and even when such restrictions were eased, relatively 
long delivery periods applied to many of the capital 
goods which predominate in the import trade of pri- 
mary producing countries. An additional factor of con- 
siderable importance tending to raise exports to primary 
producing countries in 1956 and 1957 was that private 
capital outflow from the United States reached a high 
point in those years. 


The fact.that e of i demand in the pri- 
mary producing areas lagged somewhat behind- the 
corresponding cycle in industrial countries accounts for 


the changing importance of the two groups of countries 


as markets for the exports of western Europe and North 


America in 1957. For the first time for several years, 
™ However, the rise in France’s imports from her dependencies 


in 1956-1957 was followed by an increase in French exports to 
the dependencies in 1957. 


Table 52. 


the volume of exports of industrial countries to the rest 
of the world expanded rather more quickly than trade 
among the industrial countries themselves. Since, how- 
ever, the imports of industrial countries were not equally 
buoyant, owing to the slowing down in economic ac- 
tivity, some of the primary producing countries began 
encountering balance of payments difficulties in the 
course of 1957, and were compelled to tighten their 
import controls once again. 


Changes in the terms of trade were, in the aggregate, 
of minor importance during the recent boom, although 
some individual countries did experience significant 
shifts at one time or another. The average annual terms 
of trade of western Europe with the rest of the world 
did not change by more than one per cent in any year 
from 1953 to 1957, as shown in table 52. Changes were 
somewhat greater for North America, but still relatively 
small in comparison with previous periods of expan- 
sion; moreover the tendency was for the terms of trade 
of North America to improve moderately, rather than 
the reverse.'? The terms of trade did, however, move 
significantly in favour of the industrial countries in the 
course of 1957, owing to the fall in commodity import 
prices during the year while export prices for manu- 
factures were stable or increasing. 


SHIFTS IN BALANCES OF PAYMENTS 


The external balances of the industrial countries re- 
sponded throughout the recent boom to relative changes 
in the pressure of domestic demand on domestic re- 
sources in each of them. Where the growth of demand 
in particular countries was confronted by lack of elas- 
ticity in the supply of certain commodities—especially 
coal, steel and various types of durable manufactures— 
imports of these goods increased, or exports were held 
back, so that balances of payments suffered accordingly. 


** One important development contributing to this was the 
fact that increases in over-all United States import prices were 
held in check by declines in coffee prices from the unusually 
high levels reached in 1954. 


Terms of Trade of Industrial Countries* 


(1953 = 100) 
RE Ee cate orn ane eae 


Export unit value 


Western U Tnited 


Import unit value Terms of trade 


Western United 


Year and period Europe Slates Europe States Smee pene 
OSA Mtr the okt Ok codecoetrd 97 99 98 103 99 
OSD eenrenee: an; Mics keer 100 100 100 102 100 Ae 
OS Gentes ea eee 102 103 102 105 100 98 
WO 6 € PRPAaren awed seek Rae 105 107 104 105 101 102 
1957 First quarter.......... 104 10g 105 106 99 102 
Second quarter....... 106 107 107 106 99 101 
Third quarter........ 108 107 105 105 103 102 
Fourth quarter....... 103 108 99 104. 104. 104 


eee 


Source: Organisation for European Economic 
Co-operation, General Statistical Bulletin, No. 2, 
1958 (Paris). 


® Data for western Europe relate to trade of the 


OEEC countries with the rest of the world: data 
for the United States relate to trade with all 


countries. 
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Conversely, as demand eased in response to government 
anti-inflationary measures or for other reasons, balances 
of payments improved once more. 


From the latter months of 1956, however, the effects 
on balances of payments of differences in the degree of 
pressure on resources were complicated by a series of 
developments associated with or following upon the 
Suez crisis. The severe difficulties experienced in a num- 
ber of countries during 1957 were not associated with 
major changes in balance of payments positions on 
current account for the year as a whole. In several coun- 
tries, the changes in trade balances for 1957 recorded 
in table 53 appear to have been less marked than in 
previous years of the recent upswing, owing perhaps to 
a greater uniformity in developments in domestic de- 
mand and in rates of change of output than in preceding 
years. Like the Scandinavian countries and the United 
Kingdom in 1954-1955, most of the countries which 
had seen their external balances deteriorating in 1956 
acted more or less vigorously to restrain domestic 
demand. Whether because of governmental measures or 
because of inherent forces, or both, demand slackened 
in virtually all the industrial countries in 1957, as shown 
above. This in itself set limits to the fluctuations in cur- 
rent external balances in 1957, especially in comparison 
with the previous three or four years, when there had 
always been one group of countries moving ahead more 


rapidly than the rest. 


The main exception seems to be Japan, where the in- 
vestment boom continued well into 1957, while demand 
in export markets was getting increasingly out of line 
with Japan’s growing demand for imports; as a result 
the current balance of payments deteriorated consid- 
erably, measures to restrain domestic demand were 
adopted beginning in March 1957, and import finance 
was curtailed. In France and Italy, where demand did 
not slacken significantly in 1957, the real balance of 
trade did not deteriorate. Despite the slowing down of 
activity elsewhere, Italian exports accelerated, and both 
France and Italy benefited from better harvests. In addi- 
tion, France imposed import restrictions at mid-year. 
There was, however, a setback in the terms of trade 
and hence in the current trade balance of both countries. 


Within the broad context of more limited fluctuations 
than in previous years, external balances improved in 
real terms in 1957 in Canada, the Federal Republic of 
Germany, the Scandinavian countries and the United 
States. In Norway and Sweden the improvement in real 
external balances was accompanied by a deterioration 
of current merchandise trade balances because of 
greater increases in import prices than in export prices. 
However, in these two countries as well as in the Nether- 
lands, adverse movements in the current balance of 
visible trade were more than offset by higher net earn- 
ings from services. External balances deteriorated both 
in real and money terms in Belgium-Luxembourg, 
Japan, and the United Kingdom. 


Despite the relatively moderate shifts in balances of 
payments on current account for the year 1957 as a 
whole, a number of countries experienced serious pres- 
sure on their gold and dollar reserves in the course of 
the year. The Suez crisis, together with other factors 
referred to above, resulted in a temporary shift to the 
United States as a source for imports of certain key 
commodities. Consequently there was a sharp rise in 
United States exports to Europe in the first half of 1957, 
and thus a simultaneous increase in the United States 
export balance and deterioration in the balances of 
western European countries, followed by an opposite 
movement in the second half of the year. Total United 
States payments had for some years been exceeding 
total receipts, so that gold and dollars had been flowing 
to the rest of the world. This situation was, however, 
reversed at the end of 1956, as will be shown below. 
At the same time, the Federal Republic of Germany, 
where the pressure of domestic demand was relatively 
weaker than in other European countries, was continu- 
ing to run massive surpluses with other members of the 
European Payments Union (EPU). This meant that the 
Federal Republic of Germany and the United States 
were both absorbing reserves fairly rapidly from other 
countries towards the end of 1956 and during most of 
1957. The latter countries lost about 1.5 billion dollars 
in gold and dollar reserves from September 1956 to 
September 1957; and the losses would have been even 
greater but for net drawings of 1.0 billion dollars 
against quotas in the International Monetary Fund dur- 
ing this period. 


Capital movements contributed considerably to the 
balance of payments difficulties of a number of coun- 
tries, associated with these developments. A sharp in- 
crease in the French deficit on trade account in the first 
half of 1957 resulted in heavy outflows of capital and 
pressure on the gold and foreign exchange reserves.’* 
There was also growing speculation on the possibility 
of extensive currency realignments in western Europe 
during the third quarter of 1957. Thus, for example, 
largé deficits in the European Payments Union beyond 
anything warranted by normal transactions were re- 
corded in one or more months during the third quarter 
of 1957 by Belgium-Luxembourg, Denmark, France, the 
Netherlands, Norway, Sweden, Turkey and the United 
Kingdom. Correspondingly large surpluses were re- 
ported by Austria, the Federal Republic of Germany, 
Italy, Portugal and Switzerland. As a result of pressure 
on the balance of payments, the French Government, 
begining on 12 August 1957, imposed a 20 per cent 
surcharge on some 60 per cent of total French imports 
from countries outside the franc area, and extended a 


1 According to a statement by the French Minister of Finance 
before the National Assembly in November 1957, the gold and 
foreign exchange reserves fell by 1.3 billion dollars from Janu- 
ary 1956 to November 1957; the loss would have amounted to 
20 billion dollars but for drawings on the International Mone- 
tary Fund and on credits advanced by the European Payments 
Union and certain foreign banks. 
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premium of 20 per cent to a similar proportion of 
exports."* 


SarAt the same time the special compensatory tax on imports 
was abolished, and the existing system of export subsidies was 


Table 53. Changes in the Quantum of Exports and Imports, Terms of Trade and 
Current Trade Balances 
(Millions of dollars; percentage change from preceding year) 


Quantum of trade Lor , crrent trade 
‘xports trade® _ balance 
Country and year eae (Percentage Pengo preceding year) - (Millions of dollars) 
Belgium-Luxembour, 
ee ra SNe eet NY Veal 3 181 
ODOM tatters tracert oer: i ll 3 —56 
LOS Tere apuetarieteuceae eer croneee, ete =2 By = —137 
Canada 
95 Sivpempercusc carne os teceusaaeets 8 14 il —213 
LOS Otracesrapecsrereus cron arcane 8 19 it —591 
LOS TORE tere ers hackers casts eteers'e —4 —3 124 
Denmark 
GSS yer euacietene te creaeuarersiers 9 —l 1 86 
OSG Asire At ao Ae eke oes 2 7 = —79 
LOST Ac rrvegs ngeeod ks Suck iene neue 8 2 —3 15 
Federal Republic of Germany 
OS erm atta tics ter eiogacmmc Tectia 16 24 —2 —335 
JOSGteemrtrstaasc cece saetrees 16 12 il 399 
LOD Gea. eis cee ease ci oe ele 14 iP 1 335 
France 
LOSS Hae ae eae eieton ener 16 13 2 213 
IDES Seo soa op acmaaas —10 16 = —1,190 
LOS iirc taverns ais, taetencns etoters 10 4 —2 —58 
Italye 
OD Sisetoe werere sere He Sraraue rere 14 9 —3 —953 
DEO rdarecinicag rac oO. 9 2 1 — 158 
Ue We amc comuttcta areca rico iy 9 —4 —74 
Japan 
HRS seers ttre ie ees om hors 31 5 —4 310 
IDEs oon oeenmeee maosn no 20 27 i — 269 
OO craton pre tactere seen ye cs 2 25 —4 —702 
Netherlands 
ALS Sate atid oon BOO Cele tec 10 8 1 =it 
OSG cies cermin ara cashiers 4 13 —] —342 
LOO tenet eee tacatea te tert weet 5 6 —* — 144 
Norway 
ODD Amer Aer eats ees Z 4 5 —2) 
LOD ON Neg teen: cer rae 14 8 ) 17 
IBY Ganomuecier sce ature = == => —13 
Sweden 
ALS SSS Su eRe Aire Nr 5 ll 2 —ii 
LOS Giese ain se 11 6 —2 13 
LOS Teens. de ace ee 8 6 = —13 
United Kingdom 
LOS aera castes Soe aaa 8 12 —l —730 
LOD Orato ceg anc 6 —] 2 816 
OS reer eieres ec haste oy 2 4 3 SC 
United States4 
ITO hs ier er MRL OR MER Rey Sh nae 10 ll 2 155 
LODO M aahestn cnet cee oat ile 8 ] 1,680 
LOO AeBet ays titties eo reoceate 8 3 3 1,730 
ae United Nations i Quantum of exports and imports derived by 
® Ratio of export unit value to import unit value. dividing value by official unit value indices. 
» Exports f.o.b. less imports c.i.f. Imports of an : ‘ 
Canada and United States adjusted to c.i.f. (f.0.b. Excluding shipments under military aid pro- 
plus 10 per cent). grammes. 


superseded for all except a few products. 


The short-term balance of payments position of 
France began to improve immediately after the August 
changes in the exchange system; in fact, the August 
EPU deficit -vas already sharply reduced from the July 
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level. However, some speculation continued,!® and on 
28 October virtually all imports were made subject to 
the 20 per cent surcharge and all exports to the 20 per 
cent premium. Therafter a further improvement in the 
balance of payments occurred, and the deficit on trade 
account in the fourth quarter of 1957 fell well below the 
level of the corresponding quarter in 1956. 


The particularly large deteriorations in the EPU posi- 
United Kingdom in August and September 1957, and 
the corresponding increase in the surpluses of the 


Federal Republic of Germany in those months were not 
due to any exceptional changes in trade balances™ but 
rather to heavy short-term capital transfers, reflected in 
the residual “Other items” for these countries for the 
third quarter of 1957 in table 54. These were reversed 
in the last quarter of 1957 following the raising of the 
bank rate and other restrictive measures in the Nether- 
lands™ and the United Kingdom, and the declarations 


*° Jn particular, there was a considerable increase in imports 
of coal and steel, which were exempted from the previous im- 
port surcharge; France could not restrict imports of these 
commodities from other members of the European Coal and 
Steel Community. 


** Although there was some shift in the United Kingdom trade 
balance with the EPU area from the second to the third quarter 
of 1957, much or most of this appears to have been seasonal 
in character. On the other hand, part of the shift in “Other 
items” in the third quarter reflects a substantial decline in the 
import balance of continental western Europe with the over- 
seas sterling area. 


*7 The improvement in the Netherlands EPU balance during 
the last quarter of 1957 was partly attributable to the purchase 
by a private bank in the Federal Republic of Germany of 
Netherlands Treasury bonds in the amount of $52 million. 
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by the Governments of the Federal Republic of Germany 
and the United Kingdom of their intention to maintain 
existing exchange parities. 


FLUCTUATIONS IN DOLLAR BALANCES OF PAYMENTS 


The recent production cycle was marked by growing 
export balances on current account of the United States, 
as shown in table 55; so much so that during the last 
quarter of 1956 and the first nine months of 1957, as 
noted above, the rest of the world began losing gold 
and dollar reserves as a result of transactions with the 
United States for the first time since 1951. The net inflow 
of funds into the United States was reversed during the 
last quarter of 1957 at the very time when production 
and income in the United States were beginning to fall. 
This shift in the United States balance of payments, 
illustrated in chart 10, was in marked contrast to pre- 
vious experience of cyclical downturn in the United 
States, which has usually been accompanied-by~a dete- 
rioration in the dollar balance of the rest of the world. 


The increase in the export balance of the United 
States from 1953 to 1957 cannot be ascribed to any 
change in the relationship of total imports to the 
domestic economy. United States imports of goods and 
services have risen, if anything, faster than, and mer- 
chandise imports as fast as, the gross national product. 
On the other hand, exports rose considerably faster than 
output in the United States, especially after 1955, as 
may be seen from table 56. 


The reappearance of a dollar gap seems to have been 
due primarily to a more rapid expansion of economic 


Table 54. Trade and Payments Balances with the European Payments Union, 1957 
by Quarters*, Selected Countries 
(Millions of dollars) 


ee  ——————— 


First 
Country and item quarter 

Federal Republic of Germany 

Trade balance............ +417.0 

Orheritenis' 3 425ce cae cc —51.3 

Wotabhalancea.. «co 5 ci - +365.7 
France 

Trade balance............ — 127.8 

Other tems. 5 contac. —124.4 

Total balance. « 2.6. 4s/24 —252.2 
Netherlands 

Trade balance............ —110.7 

VETER ILCIIS at ores a cle eos > +98.9 

Wetal balanCE se. 4c ce he. « —11.8 
United Kingdom 

rade balance ....2204< «a « +62.4 

Othexiitemss age ores. — 22.6 

Total palace se enaee oes +39.8 


Source: Organisation for Europere Economic 
Co-operation, General Statistical Bulletin, No. 2, 
1958 (Paris). 

«Trade balances are the exports f.o.b. to all 
countries in the European Payments Union less 
imports c.if. (excluding, however, the trade of 


Second Third Fourth 
quarter quarter quarter 
+482.7 +390.0 +403.5 

— 86.3 +307.7 — 437.6 
+396.4 +697.7 —34.1 
— 242.4 — 122.4 —54.0 

—51.3 — 87.4 —32.4 
— 293.7 — 209.8 —86.4 
—119.1 —30.6 —4l.1 
+113.1 —61.7 +187.4 

—6.0 —92.3 +146.3 
+21.0 —97.8 —81.3 
—24.9 — 303.6 +84.9 
—3.6 —401.4 +3.6 


France, the Netherlands and the United Kingdom 
with their respective affiliated monetary areas). 
Payments balances, referred to in the body of the 
table as ‘total balances,’’ consist of the net sur- 
luses or deficits with the European Payments 
nion, ‘‘Other items” are calculated as a residual. 
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Chart 10. Supply of Dollars by the United States and Use of 
: Dollars by Rest of World, 1954-1957 


(Seasonally adjusted quarterly data) 


Billions of dollars 


7 
6 
5 
a ood ° j ry 
i —_——— Supply of dollars by the United States 
f one em ee Use of dollars by rest of world” 
if 
4 
0 


1954 1955 1956 1957 


Source: United States Department of Commerce, Survey of Current Business (Washington, D. C.). 


4 Represents payments abroad for United States imports of goods and services, government grants and capital outflows on government 
and private account. 


b Represents receipts from abroad for United States exports of goods and services (excluding military aid exports), foreign 
long-term investment in the United States and errors and omissions. The vertical distance between the two curves represents the 
increase or decrease (shaded area in the chart) in foreign gold and dollar assets. 


Table 55. United States: Balance of Payments, 1953-1957 
(Millions of dollars) 


— SSS 


Item . 1953 1954 1955 1956 1957 

Exports of goods and services*............. 17,081 17,938 19,915 23,518 26,262 
Imports of goods and services>............. —16,644 —16,088 —17,923 —19,800 —20,627 

fe of goods and services............ 437 1,850 1,992 :718 5,635 
Government grants and capital*............ —-2,196 —1,638 — 2,308 —2.465 —2,725 
United States private capitale.............. —845 —-2,105  —1,609 —3,483 —3,582 
Foreign long-term investment in United States 206 244 344 942 339 
Change in foreign gold 

and dollar assets (decrease —) ........... 2,102 1,516 1,130 996 —428 
Ex pOTSHALONOMIS STON Sie yreniey ome anne 296 178 451 692 761 


SSSSSSSSSSSSSSSSSeeeeeEeEeeeeSSSSSSSeSeEeEeEe 


Source: United States oy aie of Commerce, > Including government military expenditures 


ae of Current Business ashington, D. C.). abroad. 
“Excluding military aid and gk of goods 
and services in connexion with such aid. 


° Including private donations. 
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Table 56. United States: Ratio of Imports and Exports to Gross National Product 
_——— 


Imports 


Goods and services 


Exports*® 


Including Excluding 
emacs cine 
Year expenditure expenditure Merchandise sense Merchandise 
Ie BS tas ee ee 4.58 3.88 3.03 4.64 3.38 
Ise ee. 4.45 3.73 2.87 4.90 3.54 
TOSR ES Oat eee 4.58 3.86 2.94 5.06 3.65 
DODO URE OS eas A 4.7 4.08 3.08 DOp 4.18 
LOB TARP co Shes 4.75 4.03 3.05 6.05 4.44 


ees 


Source: Economic Report of the President, January 
1958 (Washington, D. C.); United States Depart- 
ment of Commerce, Survey of Current Business 


activity in the rest of the world than in the United States, 
especially in 1956 and 1957. It may be seen from data 
presented earlier in this chapter that the real national 
product advanced more quickly in Canada in 1956 and 
in western Europe in 1956 and 1957 than in the United 
States. The following data also show that the rate of 
growth of industrial production in the United States 


was smaller than in the rest of the world except during 
the initial phase of United States recovery from the 
1953/54 recession (indices, 1953 = 100): 


1954 1955 1956 1957 
United States....... 93 104 107 107 
Rest of world®....... 108 119 126 130 


Source: Statistical Office of the United Nations. 
* Excluding centrally planned economies. 


At the same time, there has been a very marked in- 
crease in the ratio of imports to total output in Canada, 
Japan and western Europe since 1953. In western 
Europe the volume of imports had moved approxi- 
mately in proportion to total output from 1950 to 1953. 
From 1953 to 1957, on the other hand, western Europe’s 
imports increased more than twice as fast as aggregate 
output. Still greater disparities between the rate of 
growth of imports and of total output were recorded in 
Canada and Japan since 1953. In other words, not 
merely did economic activity grow more rapidly in 
other industrial countries than in the United States, but 
this growth had a relatively greater effect upon import 
demand. In addition, there was a tendency for the share 
of the United States in the total imports of the rest of 
the world to increase, as may be seen in the following 
data showing United States exports as a percentage of 
total world exports and of exports to certain selected 
areas in 1953 and 1956: 

United States exports® as a percentage of world exports to 
Total All 


Western industrial other 

World Europe Canada Japan countries» countries» 
OSS eee LO. 2 Ie taeoe 18-lo 2.07 
lg = 179) 12.1 FA 34.2 204 21.2 


Source: Statistical Office of the United Nations. 
» Excluding special category exports. 
b Excluding the United States. 


(Washington, D. C.), February and March 1958. 


* Excluding military aid exports. 


Of greatest importance in the expansion of exports 
from 1953 to 1957 were the agricultural surplus dis- 
posal programme of the United States and the growth 
of demand in the rest of the world for non-agricultural 
raw materials and industrial equipment. The latter were 
required to facilitate the production and investment 
boom that was taking place in many parts of the world, 
and to relieve specific shortages. Demand for United 
States exports was also stimulated by an unusually large 
expansion in 1956 and the first half of 1957 of United 
States foreign investment, especially in Canada, Latin 
America and to a lesser extent in western Europe. 


Something like one-half of the increase in exports 
shown in table 57 appears to relate to shipments asso- 
ciated with special or temporary situations; these in- 
clude exports of agricultural products as well as of 
coal, petroleum’® and, to some extent, of metals. 
Liberalization of imports outside the dollar area has 
apparently not yet gone far enough to provide a major 
stimulus to United States exports of manufactured con- 
sumer goods. The group of “Other manufactures” shown 
in table 57, consisting largely of consumer goods, ac- 
counts for less than 6 per cent of the rise in export 
shipments from 1953 to 1957.19 The main result of 
dollar liberalization programmes thus far appears to 
have been to make it possible for countries outside the 
dollar area to reduce or eliminate discrimination in 
imports of raw materials and to purchase larger 
amounts of industrial producer goods in which the high 
level of United States technology is characteristically 
embodied. For example, while previously machinery 
and certain raw materials may have been imported from 
North America by some of the European countries only 
when certain criteria of essentiality had been satisfied, 
or when alternative supplies from other sources were not 
available, the easier dollar position of these countries 
in more recent years probably resulted in fewer re- 

18 Ag noted above, increased exports of petroleum in 1957 
mainly reflected the repercussions of the Suez crisis. 


19 This was, however, partly due to the levelling off of demand 
in 1957 in Canada, the chief United States market for consumer 
goods. 
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Table 57. United States Exports,* 1953 and 1957 
(Millions of dollars) 


Item 1953 1957 Increase 
online PYROGMWOE, 5 soo oncobnsconodc0assocducKC 2,848 4,511 1,663 
Siena ae Sp ERI eee. Mi coe 1,721 2,498 777 
RA WRCOLLOTIN ERECT tenet tr he eee recom ets Catena cen Bye 1,048 Dol 
Selected non-agricultural materials and equipment... . 6,376 10,786 ee 
Goal/and related prodwets) 2. G2. taal 346 845 ace 
Petroleuntand productsiccc ao sin. cu-nmaener« oo 498 796 
Metalceandamantitactiures seria ieet rennet terete 1,050 2,395 1,345 
Machinery and velicles® >... ss saves + ngerne 22 3,682 5,376 1,694 
Chemicals and related products............+++++0- 800 1,374 O74 
Orherimantulactuned semen iene eee enemies 1,599 2,006 407 
Pesdills sienh ROMO. oopoecoenncnocccbvac aacHce 640 667 PAT 
Passenger: Cars, qty tees a cia ticisea dre oe eye aaa ol ot Ae 276 298 22 
Wood and paper manufactures... 0. 2.422.3...-+5: 155 267 112 
Miscellaneous manutactuness oiyeeen cite erro ale 528 774 246 
(Dae tey eee eran NONE Tiree ay Reh a, Oey cere 702 1,088 386 
Total exports* 11,525 18,391 6,866 


Source: United States Department of Commerce, 
Total Export Trade opine United States, 1953, 1956, 
1957 (Washington, D. C.). 


straints on the freedom of business in these fields. In the 
absence of serious declines in economic activity or in 
the world supply of dollars, it might be expected that 
much of the increase in United States exports of such 
goods may be maintained. 


The rising United States export balance which re- 
sulted from the convergence of the various influences 
reviewed above was financed primarily by a growing 
outflow of United States private capital and a progres- 
sive decline in the rate of accumulation of gold and 
dollar reserves by other countries — culminating in the 
reappearance of the dollar gap during the last quarter 
of 1956 and a reduction of reserves for the year 1957 
as a whole, as shown in table 55. 


The reversal of the dollar flow during the last quarter 
of 1957, which coincided with the onset of the United 
States recession, appeared to be due in part to the 
temporary or cyclical character of certain of the factors 
which had accounted for the previous export balance. 
Shipments of agricultural surpluses declined after the 
middle of the year, both as a result of a reduction in the 
finance available for such shipments, and because of 
lower demand abroad associated with good harvests and 
the completion of purchases for inventory.?° Exports of 
petroleum fell with the re-opening of the Suez Canal; 
at the same time slackening demand abroad caused a 
decline in deliveries of such industrial materials as coal 
and metals, as well as of industrial equipment. Finally, 
a sharp contraction in United States foreign investment 
in the course of 1957 was also associated with a drop 
in the demand for United States capital equipment. 


*° In so far as these shipments were financed in domestic cur- 
rencies of other countries, a reduction in their level could not, 
of course, contribute to any improyement in the demand-supply 
position for dollars. 


® Excluding special category exports. 


b Excluding passenger cars. 


More striking, however, was the course taken by im- 
ports of goods for consumption, which rose 5 per cent in 
value from the fourth quarter of 1956 to the fourth 
quarter of 1957. It is true that gross national product 
was still slightly higher in the last quarter of 1957 than 
in the corresponding quarter of 1956. But there was a 
sharp change from inventory accumulation to liquida- 
tion, equivalent to 2 per cent of total output and a fall 
of 5 per cent in industrial production — developments 
which would normally strike severely at imports. 


The interpretation of the unexpected buoyancy of 
imports at the end of T957 involves factors of both 
short-term and longer-term significance. On the one 
hand, the value of imports of certain items rose because 
of special situations. This applies, for example, to the 
erally run down early in 1957, and to the large expan- 
sion in imports of meat products, associated with a rela- 
tive shortage of domestic supplies.2t These develop- 
ments are reflected in the import data for crude and 
manufactured foodstuffs shown in table 58. There is 
probably also an exceptional element in the rise in 
imports of cars, involving a shift in the pattern of con- 
sumption, seeing that total sales of cars in the domestic 
market declined sharply. 


Of longer-term consequence is the fact that the share 
of recession-sensitive commodities in total United States 
imports has been declining in recent years. Imports of 
crude and semi-manufactured materials other than 
petroleum did drop 10 per cent in value from the fourth 
quarter of 1956 to the corresponding quarter of 1957, 
but at that time they comprised little more than one- 


SH ‘ ; : 
There was also a large increase in general imports of 
tobacco, though not in imports for consumption. 
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Table 58. United States Imports, Fourth Quarters 
of 1956 and 1957 


(Millions of dollars) 


—_—ee—OoOXxvoxoeeeeee 


Fourth quarter Percentage 

eT at a a uncrease or 

Item 1956 1957 — decrease(—) 
Grudefoodstuffs<< ...:a.c.. 444, SW ar 30.0 
Manufactured foodstuffs... ... 263 320 pal oyé 

Crude and semi-manufactured 

MEALOTIAIS ae wee Ae os 1,592 1516 —4.8 
Betrolemman.. . 6.6... «. 346 392 sks 
Otherar ae oct oe coe 1,246 1,124  —98 
Finished manufactures....... 889 911 BS 
‘Automobiles 49 e0)..c. 47 109: 131.9 
Ctherty eit Peace. < oe 842 802 —4.8 
TotaL 3,187 S20 4.3 


Source: United States Department of Commerce, Total Import 
Trade of the United States, Part 3 (Washington, D. C.). 


third of total United States imports compared with 
nearly one-half in 1948. Post-war United States imports 
of foodstuffs and finished manufactures have shown 
substantial resistance to the onset of recessions, ‘and this 


has also been true of imports of petroleum, where there 
has been a rising trend in relation to domestic output. 


An additional factor tending to maintain United 
States imports, at least in relation to domestic output, 
was the fact that at the peak of the boom it had become 
temporarily profitable to raise the domestic output of 


raw materials above normal levels.?* Data on production 
and imports of copper, lead and zinc, for example, show 


year, while the volume of imports of ores or consump- 


tion of foreign ores was generally maintained-or-even 
increased.”° 
22 From 1954 to 1957 the volume of imports of industrial raw 


materials other than petroleum rose substantially less than in- 
dustrial production in the United States. 


Table 59. 


Developments on capital account were also favour- 
able to the rest of the world at the onset of the recession. 
A cessation of speculative capital inflow is suggested by 
the change in the balancing item in the United States 
balance of payments in the fourth quarter of 1957; the 
previous inflow had probably been associated with the 
balance of payments difficulties encountered in certain 
of the western European countries earlier in the year. 
The net change in foreign gold and dollar assets shown 
for the fourth quarter in table 59 was also affected by 
the drawing of a $250 million Export-Import Bank loan 
by the United Kingdom and the postponement of service 
on the United Kingdom loan, amounting to $138 
million.** 


The decline in United States exports was still in its 
early stages by the fourth quarter of 1957, and seemed 
likely to go a good deal further before levelling off. It 
was upon this factor that hopes of averting a serious 
dollar crisis in the event of further significant de- 
clines in United States economic activity primarily de- 
pended. In 1953/54 it had been possible for expansion 
to proceed unchecked in the rest of the world even while 
the recession in North America was under way, without 
any serious adverse repercussions upon balances of pay- 
ments with the dollar area. Rather less satisfaction can 
be gained from the development of the situation in 
1957/58, when stability in balances of payments was 
being achieved through slackening economic activity in 
the rest of the world, with a consequent weakening in 
the demand for goods from North America. 


28 While imports of petroleum and of non-ferrous metals thus 
showed a resistance to the recession, petroleum imports are al- 
ready subject to restrictive measures, and action which would 
have the effect of limiting imports of non-ferrous ores and metals 
is under consideration. 


24 As noted previously, a number of countries drew dollars 
against their quotas in the International Monetary Fund in the 
latter part of 1956 and in 1957. Net drawings amounted to $579 
million and $913 million in the two years, respectively. 


United States: Balance of Payments, 1956 and 1957, by Quarter 


(Seasonally adjusted data in millions of dollars) 


a 


Foreign Change in 
US Government investment foreign gold 
Goods and Services grants m™m and dollar Errors 
and Private United assets and 
Year Exports* Imports» Balance capital capitale States (decrease(—) omissions 
1956 5 : 
SRh QUURTED cc ses bo c= 5,392 —4,934 458 —596 —=—O7 125 536 34 
Second quarter......... 5,811 —4,856 955 —618 —623 157 76 53 
Dimrd quarters... 2+. c++. 6,049 —4,995 1,054 —688 —1,129 147 454 162 
Fourth quarter s......-. 6,266 —5,025 1,241 —633 — 1,074 iB i) —70 423 
1957 ” 
oe, QMSTION. 5 a Ss # 6.701 —5,102 1,599 — 742 _ 1,018 Mi 0 —380 371 
Second quarter......... 6,745 —5,081 1,664 —757 —1,154 128 —103 222 
Third quarter........-- 6,593 —5,186 1,407 —611 — 712 24 —385 QT 
Mourta quarter.......7. 6,223 — 5,258 965 —547 — 766 17 440 To 


_ Le ee : 
Source: United States Department of Commerce, Survey of 


Current Business (Washington, D. C.). 


a Excluding military aid and exports of goods and services in 


connexion with such aid. 


> Including government military expenditures abroad. 


¢ Including private donations. 
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Current Situation and Outlook 


THE DEVELOPMENT OF EXCESS CAPACITY IN INDUSTRY 


In view of the significant role of business fixed invest- 
ment in some of the major industrial countries in bring- 
ing the recent period of economic expansion to an end, 
it is important to examine in greater detail some of 
the factors responsible for this development, and their 
bearing on the course of the recession. The pronounced 
slackening in business fixed investment — in western 
Europe during 1956-1957 and in North America in 1957 
—appears to be closely associated with the failure of 
demand to expand rapidly enough to keep pace with 
the growth of capacity during this period. Such condi- 
tions are naturally apt to lead to a reduction in the 
level of expenditure on plant and equipment, especially 
in those industries in which excess capacity is most 
burdensome. 


Unfortunately no comprehensive data are published 
anywhere on the extent of utilization of capacity. The 
task of measuring accurately changes in the volume of 
idle equipment in the economy is therefore impossible, 
and it becomes necessary to employ partial data or indi- 
rect methods of estimation. There are also certain con- 
ceptual difficulties connected with the measurement of 
capacity and these have to be borne in mind in the 
following discussion. 


In two countries—the Federal Republic of Germany 
and the United States — estimates have been made of 
changes in capacity utilization in certain sectors of the 
economy. In the Federal Republic, such estimates are 
available for capital goods and consumer goods indus- 
tries separately since January 1955. According to this 
information, the degree of utilization of capacity, which 
had, on the whole, been rising in the first three quarters 
of 1955, declined steadily after October 1955, in both 
capital and consumer goods industries, even though 
production continued to advance. It can be seen from 
the following table that the decline was more pro- 
nounced in the capital goods industries in 1956, when 
business investment slowed down but personal consump- 
tion continued to rise rapidly. With the slackening in 
consumer expenditure in 1957, idle capacity began to 
increase more quickly in consumer goods industries. 
By April 1958 the extent of capacity utilization in both 
sectors of industry was considerably below the level of 


October 1955. 
Federal Republic of Germany: Percentage changes in capacity 
utilization, compared with October 1955 


Capital goods Consumer goods 


industries industries 
1O56nOctohernuneraeies —5 —2 
LOSig Apr wen ek fo. = —3 
O51 Octobenmenmer cae —7 —5 
1958, Aprile Gs ox, ~8 = 


Source: IFO—Institut fiir Wirtschaftsforschung, Schnelldienst 
(Munich). 


In the United States, data on the volume and growth 
of productive capacity are available for a number of 
major industrial materials since 1951. By comparing 
the level of capacity and output in particular periods, 
it is possible to arrive at reasonably reliable estimates 
of the extent of excess capacity for the production of 
these materials. 


Table 60 shows that during periods of peak activity in 
1951, 1953 and 1955/56, the metal industries as a whole 
worked fairly close to full capacity, the highest degree 
of capacity utilization being attained in 1951. In the 
case of textile materials, only in the first half of 1951 
was the rate of capacity utilization about as great as 
that attained by the metals; after 1951 the highest rate 
of utilization reached, even at the peak level of activity 
in 1953 and 1955/56, was in the region of 80 per cent. 


Taking the major materials as a group, it can be seen 
that the highest level of capa eon L per cent 
—was reached in the first half of 1951. During the 1953 
and the 1955/56 economic upswings the corresponding 
rate was still about 5 per cent below the first half of 
1951. The high level of investment in these industries 
caused productive capacity to rise by 25 per cent in the 
five years from the beginning of 1951 to the beginning 
of 1956, while production rose by only 20 per cent dur- 
ing the same period. In 1956 and 1957 a further 
advance in capacity was accompanied first by stagna- 
tion and later by a gradual fall in the level of output. 
This inevitably meant a steady decline in the ratio of 
output to capacity. =a 


It may be noted that idle capacity began increasing 


long before there Se eee 
of output; the peak of capacity utilization during the 
recent boom was reached in the first half-of 1956, but 
production did not begin falling until the beginning 
of 1957. It also appears that the lowest point of capacity 
utilization reached in the 1953/54 recéssion was-?7-per 
cent—a percentage which was passed about three months 
after the beginning of the current recession in 1957; by 
the first quarter of 1958-the-rate_of-utilization-in-major 
materials averaged only 70 per cent of capacity at the 
start of the year. % 


Changes in industrial production and capacity 


Estimates of production and capacity growth in 
United States industry?® yield conclusions along the 
lines of those reached above for major industrial mate- 
rials. Similar estimates point also to an increase in idle 
capacity in the Federal Republic of Germany and the 
United Kingdom during 1956 and 1957. These esti- 
mates are based on the broad assumption that, over 


** Unless otherwise stated, the term “industry” as used 
throughout the following discussion covers only manufacturing 
and mining. 
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Table 60. United States: Ratio of Out } 
; ut to Product re a) : F 
Metals a ection uctive Capacity,” MajorMaterials, 


(Percentage) 
Year ma aed Ly ahae Melals plist: 

1951 

Enretatalt cermercers sctetene sc 97 

Secamannalina.ce sy te oe ke 93 ms e 

UE WORE Shen «Saleh sine SON. « 95 98 se 90 
1952 

inst Walkers ctirce ce ee «5 83 

Second halfiese. sa sace eee: 86 S uy 

PR VON ee sas & hiss hs ess 84 82 78 
1953 

Beret halbeer conc ede cn ten 6's 9] 

Sceeong Nalboacsdcsneke eb. 86 bc a 

rl Sew as scan cans 5 8 89 92 oe 
1954 

Birstihaliaeen ae oc cued scree oss 78 

Secand aliases as os encase < 79 5 a 

Wall Fears cn wis sx connweass's 78 74 70 
1955 

irst Helios ewes 88 

Secondinalis.<cscm ess $e0s ss 92 a 

Pall Year... nes 5% 55 20hh a8 90 92 80 
1956 

Bert baller oo sccm ss S585 92 94 

SoS Uae See ae eee ee 85 82 4 

Pall year. ........-..+----- 88 88 78 
1957 

are rales oe ein o 5 808- 87 89 80 

Seen NAll oo Sen aa os 5s 81 79 Ut 

Full year.......-..-------- 84 84 79 
1958 

First quarter>........------ 70 58 70 


Source: United Nations Bureau of Economic 
Affairs, based on data supplied by the Board of 
Governors, Federal Reserve System of the United 
States. 

s Based on data for seventeen materials com- 
bined with value-added weights. Metals are pig- 
iron, steel ingots, primary aluminum, and refined 
copper. Textiles are cotton yarn and synthetic 
fibers and yarn. Materials included in total and not 


short periods of time, productive capacity in industry 
changes in line with the volume of gross fixed industrial 
investment.2° They are examined here not only for the 


Se 

26 The validity of this assumption depends upon a number of 
conditions of which the following may be of special importance: 
(a) that the ratio of retirements of old plant and equipment to 
gross investment in new plant and equipment remains roughly 
unchanged throughout the period, (b) that the rate of com- 
pletion of new capacity varies proportionally with gross fixed 
investment, (c) that there is no change in the composition of 
investment or of output which would significantly affect the 
average relationship between a unit of investment and a unit 
of output and (d) that there are no quality improvements in 
productive assets due to technological progress except those 
reflected in the value of gross fixed investment at constant prices. 

Assumption (d) undoubtedly leads to a considerable under- 
statement of the growth in capacity; to this extent, indications 
of increases in excess capacity would also be understated. The 
extent of any bias introduced by assumptions (a), (b) and (c) 
is not known, but it is probably not such as to invalidate the 
broad conclusions drawn in the text. 


shown separately are cement, wood-pulp, paper, 
paperboard, petroleum products, coke, en five 
industrial chemicals. 

It is assumed that changes in capacity between 
the beginning and end of each year have taken 
place at a uniform rate. 


b As per cent of productive capacity in Januar 
1958 P P pacity y 


Federal Republic of Germany, the United Kingdom and 
the United States, but also for France and Italy, which 
did not experience a slackening in the growth of de- 
mand and production during this period. For the four 
western European countries, the data are examined in 
table 61 on an annual basis since 1951. For the United 
States, where more detailed information extending over 
a longer period of time is available, a more extensive 
analysis has been made in table 62. 


It can be seen from table 61 and chart 11 that in Italy 
and especially in France the growth of industrial pro- 
duction during 1956-1957 was higher, in absolute terms, 
than the average annual absolute increase recorded 
between the years 1951 and 1955. This was fully in line 
with the larger volume of investment during 1956-1957 
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Table 61. Gross Fixed Investment and Changes in Industrial Production, Selected 


Western European Countries 
(At annual rates) 


2 eS SE eee 


Country and item 1NB55e 1956> 1957° 
Countries with no slackening in demand in 1956-1957: 
France a 
Gross investment in machinery and equipment (billions of 1954 m 
PARES) tices ie ate ute iaetacle tho wie ira me rere 1,100 1,400 1.5 
Absolute change in industrial production index4............+.. by 12 a 
Ital . 
ross fixed industrial investment (billions of 1954 lire)*......... 780 910 1,000 
Absolute change in industrial production index?............... 8 9 10 
Countries with slackening demand in 1956-1957: 
Federal Republic of Germany S. 
Gross eect in machinery and equipment (billions of 1954 
Deutschemnanks) eer cere bbe eee cere erence eeees 16 De, 22, 
Absolute change in industrial production index?............... 11 10 8 
United Kingdom r 
Gross ie industrial investment (millions of 1948 pounds)¢..... 764 914 945 
Absolute change in industrial production index?............... 4 =f} 3 


Source: Organisation for eee 
Co-operation, General Statistical Bulletin (Paris) ; 
and national sources. 


@ Investment relates to the average for the years 
1952 to 1955; the annual rate of increase in in- 
dustrial production is based on the increase from 


1951 to 1955. 


> Investment in 1956; industrial production in 
1956 compared with 1955. 


as compared with the earlier period. In France,?’ where 
the recovery from the 1952 recession was delayed by 
about a year, as compared with other western European 
countries, there was a relatively larger volume of idle 
capacity during 1955 than elsewhere. The greater buoy- 
ancy of production in relation to investment during 
1956-1957, as compared with Italy, can be explained 
partly by the fact that a large part of this idle equipment 
was brought into operation in response to the powerful 
expansion of demand during those two years. 


Unlike the situation in the above two countries, in the 
Federal Republic of Germany and the United Kingdom 
the appreciably larger volume of industrial investment 
in 1956-1957, as compared with the period from 1951 
to 1955, was accompanied by a lower annual absolute 
growth in industrial production.?* This was particularly 
true of the United Kingdom where industrial production 
actually fell in 1956 and recovered moderately in 1957. 
There was an increase in idle capacity in both countries 


"It will be noted from table 61 that in the Federal Republic 
of Germany and in France, purchases of machinery and equip- 
ment are used as indicators of gross fixed investment in industry. 

** This might have been due in part to a higher degree of 
utilization of capacity in 1955 than in 1951, if such was the 
case. Available information suggests that capacity was probably 
more intensively utilized in 1951 than in 1955 in the United 
Kingdom. Even in the Federal Republic of Germany, where the 
relation between the two years is less clear. since capacity 
utilization was high both in 1951 and in 1955, it is doubtful 
whether this could have been an important factor. 


° Investment in 1957; industrial production in 
1957 compared with 1956. 

4 The absolute change in the industrial produc- 
tion index is the number of points by which the 
index of industrial production (1953=100) in- 
creased or digexedeed (—) during the periods 
indicated. 

¢ Investment in manufacturing, mining and 
public utilities other than transport and com- 
munications. 


during the last two years of the upswing, a fact which 

is confirmed in the case of the Federal Republic by the 

estimates of capacity utilization mentioned earlier.?° 
Estimates made on a similar basis for the industrial 


vestment in table 62. The two indicators of investment 
chosen for industry as a whole show broadly parallel 
movements. 


It can be seen from table 62 that between the peak 
production months of 1948 and 1951, and of 1951 and 


1953, the index of industrial production was rising at 
an annual rate_of_6_to 7_per_cent_of the 1947-1949 
average for every $15 to $16 billion invested in non- 
farm producers durable-equipment. On the other hand, 
from the 1953 peak to the end of 1955, although the 


*°Tn the case of the United Kingdom the following passage 
from the Economic Survey, 1958, Cmnd 394 (London), page 30, 
generally supports this conclusion: 
_ “In the past two years the pressure of demand on produc. 
tive resources has been gradually easing. Although industrial 
production in 1957 was only slightly higher than in 1955, the 
high investment which has been going on for several years in 


. ee } ) "3 ‘ { - * > 
most ir dustries Ss. 10uld proy ide a ‘store o capacity for fur ther 
expansic n. 
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Chart hi Gr oss I ed I vestit I | I ndus la I ro l 1¢€ t (@) 
re 1X 


(1952-1955 average = 100) 


INDEX 


FRANCE 


100 


1952-1955 1956 1957 
average 


FEDERAL REPUBLIC OF GERMANY 


100 


1952-1955 
average 


INDEX 


1952-1955 1956 1957 
average 


UNITED KINGDOM 


1952-1955 
average 


1956 


[] Gross fixed invesiment (in percentage of 1952-1955 average level) 


Change in industrial production (in percentage of average annual 


increase, 1952-1955) 


Source: Derived from table 61. 


volume of investment was approximately maintained, 
the rate of growth of production declined to about half 
the absolute magnitude attained in the preceding two 
periods, as shown in table 62 and chart 12. Similar 
trends may be observed in the relative growth of invest- 
ment and production in the manufacturing sector of 
the economy. This analysis would indicate that the in- 
dustrial sector of the economy could not have been as 


fully employed in the peak period of activity in 1955 
as it had been in similar periods in 1951 and 1953.°° 


The lag between the growth of capacity and of pro- 


2° Part of the industrial capacity created in the period 1951- 
1953 was defence oriented, and may not have been convertible 
to civilian purposes when defence expenditures were subse- 
quently curtailed. However, the fall in the relative rate of 
growth of production appears to be too steep to be explained 
solely by this factor. 
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Table 62. 


United States: Gross Fixed Investment? and Changes in Industria! Pro- 


duction,” Selected Months 


(At annual rates) 
et 8 ES eS eee 


December December 


July January i’ May December 
1948 to 1951 to 1953 to *'; 1955 to 1956 to 1956 to 
January May December ~ December August December 
1951 1953 1955 1956 19570 1957 
Item (1) (2) (3) (4) (5) (6) 
Industry 
Gross investment in non-farm producers 7 
durable equipment: 2% ..0 sn Be Osw 16.3 16.1 18.4 18.8 18.7 
Gross fixed investment in industry?.... 7.5 9.8 9.6 116 11.8 ie By 
Absolute change in industrial produc- 
ion Index tare is... nace avaesecert 7 6 3 2 i Ti 
Manufacturing 
Gross fixed manufacturing investment?. 6.8 9.0 8.8 10.7 11.0 10.8 
Absolute change in manufacturing pro- 
auction midex? 47.3. teal eer: ch 3 1 a 


Source: United States Department of Commerce, 
Survey of Current Business (Washington, D. C.); 
Board of Governors, Federal Reserve System of 
the United States, Federal Reserve Bulletin (Wash- 
ington, D. C.). 

@ Billions of dollars at 1947 prices on a season- 
ally adjusted basis. Periods covered for investment 
as follows: column (1), second half of 1948, full 
years 1949 and 1950; column (2), full years 1951 
and 1952 and first half of 1953; column (3), 
second half of 1953 and full years 1954 and 1955; 
column (4), full year 1956; column (5), first three 
quarters of 1957; column (6), full year 1957. 

>The absolute change in the industrial (or 
manufacturing) production index is the number 
of points by which the index of industrial (or 


Chart 12. United States: Gross Investment and Changes in Industrial Production, Selected Periods 


manufacturing) production (1947-1949 average = 
100) increased or decreased (—), on a seasonally 
adjusted basis, between the months indicated. 


¢ August 1957 is chosen as the last month pre- 
ceding the current recession. 


4 Seasonally adjusted expenditure on plant and 
equipment during the periods indicated deflated by 
implicit deflators for producers durable equipment. 
The results would not be appreciably different if 
changes in prices of non-residential construction 
were taken into account, owing to the broadly 
similar movements in the prices of such construc- 
tion and of producers durable equipment during 
the period under review. Industry includes manu- 
facturing and mining. 


(July 1948-January 1951 = 100) 


INDEX 
150 


100 


50 


ah 

é \ Sia 

eee co 
ny eS 


0 de 
July 1948- Jan, 1951— May 1953— Dec. 1955— 
Jan. 195) Moy 1953 Dec. 1955 Dec. 1956 
Dec. 1956— 
—50 Aug. 1957 
{| Gross investment in non-farm producers durable equipment 
a (in percentage of average July 1948—Janvary 1951 level) 
Change in industrial production (in Percentage of average 
—150 annual rate of increase, July 1948—January 1951) 
Dec. 1956~— 
Dec. 1957 


Source: Derived from table 62. 
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duction became particularly noticeable after 1955. 
Although the volume of investment was appreciably 
higher in 1956 than in 1955, the growth in industrial 
production from December 1955 to December 1956 was 
limited to 2 per cent of the 1947-1949 average. This 
trend continued in 1957, when investment was main- 
tained at the previous high level while production at 
first continued at a rate slightly lower than in December 
1956, and later—after August—turned downwards. Thus 
even prior to the decline in production which began in 
September 1957 there was probably substantial idle 
capacity in many branches of industry, which was con- 
siderably augmented in subsequent months as output 
dropped while new capacity was still being installed at 
a high rate. 


These results can be checked with the aid of certain 
estimates which have been published on the value of 
equipment in manufacturing industry.*! From these esti- 
mates two indicators of capacity are available—namely 
the net volume of equipment in existence at the end of 
each year and the depreciation of equipment in the 
course of each year. 


The net volume of equipment at any date represents 
cumulative purchases of equipment less cumulative de- 
preciation, at constant prices.** Changes in the net vol- 


$+ See “Manufacturing Investment since 1929”, United States 
Department of Commerce, Survey of Current Business (Wash- 
ington, D.C.), November 1956. 


32 The value of equipment was allocated over its useful life 
by the straight-line method which allots an equal amount of 
depreciation to each year. The information on useful life was 
drawn largely from United States Treasury Department, Internal 
Revenue Service, Bulletin F: Income Tax Depreciation and 
Obsolescence; Estimated Useful Lives and Depreciation Rates 
(Washington, D.C., 1948). 


ume of equipment generally tend to undervalue the 
growth in productive capacity, as no allowance is made 
for those increases in the efficiency of capital, due to 
technological advances, which are not reflected in a rise 
in the value of equipment at constant prices. A similar 
understatement of the growth of capacity holds for esti- 
mates based on depreciation data. Here it is assumed 
that the capacity to produce in any period is propor- 
tional to the stream of capital services available for use 
in that period, as indicated by depreciation. 


These two sets of estimates support the conclusion 
reached earlier that since 1953 the growth of production 
has generally tended to lag behind the growth of capac-_ 
ity in the manufacturing sector of the United States 
economy. It can be seen from table 63 that the ratio 
of the index of manufacturing production to the indices 
of the net value of equipment and of depreciation at 
constant prices had been almost unchanged in the peak 
production months of July 1948, January 1951 and 
May 1953, thereby indicating a roughly similar degree 
of utilization of manufacturing capacity in each of these 
three months. The rate of utilization declined at the end 
of 1955 and in 1956, and the decline became more pro- 
nounced in 1957 as production first levelled off and 
then fell steeply in the last months of the year while 
capacity was continuing to expand. These conclusions 
receive further support from a comparison of changes 
in manufacturing production with information on the 
erowth of capacity published by the McGraw-Hill 
Publishing Company in April 1958. On the basis of the 
data in table 63, it appears that, by August 1957, the 
extent of capacity utilization in manufacturing was 
roughly 10 to 15 per cent, and by December 1957 about 
15 to 20 per cent lower than in May 1953. 


Table 63. United States: Indices of Production and Capacity* in Manufacturing, 
Selected Months 
(May 1953 = 100) 
1948 1951 1953 1955 1956 1957 1957 
Item July January May December December August December 
(1) Manufacturing production>.......... 18) 88 100 105 106 106 99 
(2) Net value of equipments............ 75 87 100 109 113 116 118 
(3) Depreciation on equipment’......... 74 87 100 113 118 120 BAL 
(4), Yuwtes OC CADACIYE A oc. ieie sae Hones s 85 100 115 WAL 125 WAY 
Capacity utilization, compared with May 1953 
(1) as percentage of (2)........-.----- 100 101 100 96 94, 91 84. 
(1) as percentage of (3).............-. 101 101 100 93 90 88 82 
(1) as percentage of (4)...........-.+. 104 100 9] 88 85 78 


Source: United Nations Bureau of Economic 
Affairs, based on United States Department of 
Commerce, Survey of Current Business (Washing- 
ton, D. C.), November 1956, and 11th Annual 
McGraw-Hill Survey. 

« Estimates of the net value of equipment, and 
of depreciation, at 1947 prices from the Survey of 
Current Business, November 1956, covering the 
years from 1929 to 1955, have been extended to 
1956 and 1957, using, so far as possible, similar 
methods of estimation . 

b On a seasonally adjusted basis. 

¢ By interpolation. 


4From ‘Business Plans for New Plant and 
Equipment,” 11th Annual McGraw-Hill Survey, 
18 April 1958, table VI. The survey is based on 
reports by large companies only, accounting for 
about 40 per cent of total employment in industry. 
Physical capacity is reported to McGraw-Hill by 
companies according to their own definitions. 
Weights for the over-all index of capacity are 
based on value added by manufacture, as used by 
the Federal Reserve Board in its index of manu- 
facturing production. A uniform rate of growth of 
capacity in the course of each year has been 
assumed. 
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Table 64. United States: Percentage Change in Capacity Utilization in Manufacturing, 
compared with May 1953 


1953/54 Recession 
Capacity eae 


Month (per cent 
(1) (2) (3) 
September 1953.... —5 —5 —5 
December 1953.... —12 —]2 —]2 
July LOGAe. crv 3 —15 —16 —16 


1957/58 Recession 
Capacity utilization 


Month (per cent) 
(1) (2) (3) 
September 1957.... —10 —13 —17 
December 1957.... —16 —18 —22 


ee ee — ee 


Source: United Nations Bureau of Economic 
Affairs, using sources and methods indicated in 
table 63. 


The three available estimates of capacity utilization 
may be used to compare the course of events in the cur- 
rent recession with that in 1953/54. As will be seen 
from table 64, by September 1953,°% industry was still 
operating only slightly below the level of capacity utili- 
zation reached in May 1953. Moreover, even at the low 
point of the recession, in July 1954, industry was oper- 
ating at only about 15 per cent below the high rate of 
utilization of May 1953; consequently once the process 
of inventory liquidation had been completed and gov- 
ernment expenditures had been stabilized at a lower 
level, a relatively moderate growth in private demand 
was sufficient OEE EDS ORC en a pacity to the point at 
which a new upsurge in industrial investment could take 
place. It may also be significant that while gross na- 
tional product had stopped declining by the beginning 
of 1954, and was beginning to rise significantly by the 
third quarter of that year, investment in producers dura- 
ble equipment did not show a revival until the second 
quarter of 1955, and probably did not exceed the 1953 
peak in real terms until the end of 1955.34 


At the onset of the current recession, in September 
1957, the rate of capacity utilization was much lower 
than in September 1953, as may be seen in table 64. 
By December 1957, moreover, the volume of idle capac- 
ity was probably already somewhat greater than that 
prevailing at the low point of the 1953/54. recession. 
This would tend to suggest that, in the absence of con- 


trary forces, business investment would be likely to 


already reflected in the data in table 65 on anticipated 
investment in the first half of 1958, which show a much 
steeper rate of decline than corresponding expectations 
for the first half of 1954, despite the rise in expenditure 
on research and development, and pressures for the 


** September 1953 was the second month of decline in indus- 
trial production in the 1953/54 recession, while September 1957 
was the first month of decline in the current recession. In August 
1953 capacity utilization was slightly higher than in the following 
month, shown in table 64. 

** A similar, though shorter, lag occurred in 1949-1950; indus- 
trial production began rising before the end of 1949, and total 
output at the turn of the year, but investment in producers dur- 
ables did not advance until the second quarter of 1950. 


(1) Based on net value of equipment at constant 


rices. 
2 (2) Based on depreciation at constant prices. 
(3) Based on McGraw-Hill survey. 


modernization of equipment. Particularly large cuts in 
expenditure on plant and equipment were planned by 
companies producing steel, non-ferrous metals, auto- 
mobiles and other metal products, which were suffering 
most from excess capacity. 


It is also important to note that the greater the excess 
capacity which develops in the course of the downturn, 
the greater must be the scale of the recovery in activity 
before the expectation of pressure upon capacity would 
provide an inducement to business to raise its invest- 
ment outlays significantly. In the absence of other influ- 
ences tending to encourage investment, the time lag 
between the end of the decline in over-all activity and a 
recovery in business investment might, therefore, also 
well be greater than in 1954-1955.%5 


It will be observed in table 65 that not only investment 
in manufacturing, but total business expenditure on 
plant and equipment is expected to decline more rapidly 
during the present recession than in 1953/54. This is 
explained largely by developments in the commercial 
sectors of the economy.*® Investment in these sectors, 
which accounts for about 30 per cent of total business 
expenditure on plant and equipment, continued to grow 
throughout most of the 1953/54 recession, thereby help- 
ing to sustain the level of fixed investment activity. 
By contrast, this category of investment had begun to 
fall even prior to the current recession and the decline 
is expected to go further in 1958. 


THE PRESENT OUTLOOK"? 


The tendencies in business fixed investment discussed 
above have a profound bearing upon the present eco- 
nomic outlook. Their significance is probably greatest 
in the United States, where it was not clear early in 
1958 that there was sufficient offsetting strength in the 


*° This does not, of course, rule out the possibility of spon- 
taneous increases in investment demand due to technological 
advances or other factors. Such increases cannot, however, be 
relied upon to provide a stimulus to the economy at the precise 
time required by cyclical developments. 


<c ; : 
These sectors include trade, service, finance, communications 
and construction. 


*" Based in part upon replies of Governments to a United 
Nations questionnaire on economic trends, problems and policies. 


CHAPTER 4. RECENT TRENDS IN INDUSTRIAL COUNTRIES 


165 


Table 65. United States: Business Expenditure for New Plant and Equipment 


(Indices, seasonally adjusted) 
Sa een one re 


1953/1954 


(Third quarter 1953 
= 1008) 


Manufac- 


Total turing 


1953, Fourth quarter, actual..... 99 99 
1954, First quarter, anticipated... 97 95 
1954, Second quarter, anticipated. 95 94 


1957/1958 
(Third quarter 1957 
= 100) 


Manufac- 
Total turing 


1957, Fourth quarter, actual... .. 96 93 
1958, First pe anticipated... 90 87 
1958, Second quarter, anticipated. 86 81 


sneer mesencriurnnnnoeueserenenee nes 


Source: United States, Council of Economic Advisers, Economic Indicators, April 1954 and March 1958. 


* Peak investment period during the preceding boom. 


economy in the short run to sustain the level of eco- 
nomic activity in the event that expected declines in 
fixed investment materialized. It is true that there were 
a number of factors helping to moderate the speed of 
the downturn in incomes and production. But there was 
no sure indication as yet of the manner in which the 
decline might be brought to an end and a new phase of 
expansion begun. 


Elsewhere the outlook for fixed investment in 1958 
ranged from moderate increases expected in Norway*® 
and Sweden to substantial declines anticipated in the 
Netherlands and probably Japan. Several governments 
noted a growth of capacity in relation to demand and 
even where no reduction in home demand was foreseen 
it was generally assumed that world demand would 
continue to slacken. In these circumstances, even those 
industrial countries which anticipated a rise in output 
in 1958 did not in general expect that rise to be very 
great; moreover most governments recognized that their 
expectations might have to be qualified in the event of 
unexpectedly adverse developments in export markets. 


Even where the outlook for fixed investment seemed 
least favourable at the beginning of 1958, the relatively 
long time required for major investments to come to 
fruition meant that there was still a substantial carry- 
over of projects not yet completed which was tending 
to support the level of expenditure to some extent. 
The effects of the fixed investment decline were, how- 
ever, expected to become progressively stronger in the 
course of 1958, and to extend into 1959. Meanwhile for 
several countries the inventory situation was providing 
a more immediate source of concern. In North America 
inventory decumulation in response to the setback in 
expectations was providing the main depressing influ- 
ence, and seemed likely to continue for some time. 
Elsewhere there was evidence of involuntary-aceumula- 
tion of inventories if not of actual liquidation. In western 
Europe even coal was becoming a surplus commod- 
ity. At the same time budgeted government expendi- 
tures generally showed little or no increase in real terms 


88 In Norway investment in ships is expected to rise by about 
20 per cent, owing to past orders, but the increase in other fixed 
investment is to be limited to slightly over 2 per cent. 


in western Europe, but somewhat larger increases in 
North America; in several of the European countries 
this represented a deliberate effort to reduce the pres- 
sure of aggregate demand even further. While unem- 
ployment was generally rising, and further increases 
were anticipated in all countries, personal disposable 
incomes were being relatively well sustained as the 
“automatic stabilizers” began to operate, but little addi- 
tional support was being derived from changes in the 
proportion of income spent. 


As a consequence of the slackening of demand, re- 
straints upon the economy have been relaxed, although 


not without many expressions on the part of govern- 
ments of continued concern over the danger of inflation. 
Where balance of payments problems have been acute, 
the policy reversal has been less significant. In most 
countries, the rate of increase in costs and prices has 
either already shown some sign-of-slowing down_or_is 
expected to do so within the year. In large measure, 
this stabilization of prices is attributable to the behav- 
iour of raw materials prices; the rising trend of min- 
erals prices, especially, that accompanied the rapid 
expansion of demand in earlier years had already, by 
the end of 1957, been halted or reversed. It is unlikely 
that total wage costs have also fallen, if only because of 
the adverse effects on productivity of the slackening in 
business activity.*° 


It is not yet clear how far France conforms to the gen- 
eral picture of slackening activity. By March 1958 the 
retail price index was already 13 per cent over the 1957 
average, while the Government had hoped that the 
increase for the year as a whole might be limited to 
10 per cent. The rate of increase in retail prices in 
February and March was, however, significantly less 


4° According to preliminary data assembled by the National 
Bureau of Economic Research, the ratio of the index of produc- 
tion worker payrolls in manufacturing to the index of manu- 
facturing production in the United States declined slightly, on a 
seasonally adjusted basis, towards the end of 1957 and early in 
1958, This is believed to reflect such factors as the installation 
of new equipment and the reduction in overtime work at pre- 
mium pay. However, declines in unit wage costs for production 
workers have to be considered in conjunction with increases in 
overhead unit wage and salary costs owing to the decline in 
output, 
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than in previous months. Efforts by the Government to 
curb demand were reflected in a substantial absolute 
drop in projected public investment expenditure, espe- 
cially in housing; it was also intended that public con- 
sumption should decline—much of the decrease consist- 
ing of a 25 per cent cut in real military expenditure. 
Credit controls were being employed in an attempt to 
limit private investment which, it was feared, was likely 
to press upon resources even if activity in general 
slowed down. Restraints on consumer demand included 
higher indirect taxes, and the steep increase in prices 
and incomes was expected by the Government to lead 
to a very much greater advance in income tax yields than 
in total output. In consequence of the measures taken to 
compress home demand, it was anticipated that some 
unemployment might develop, and the increase in real 
output was expected to be sharply curtailed. Even so, 
some concern was expressed by the government that pro- 
duction might be impeded by the inability to finance 
adequate imports of raw materials. Available data sug- 
gest that production in the first quarter of 1958 had not 
been held back to the extent which had been anticipated. 


In Japan, Norway and Sweden, output is expected to 
increase 2 to 3 per cent in real terms in 1958.*° For 
Japan this rate is very much below the average in the 
post-war period or in the projected five-year plan. 
Even this advance is based on the expectation that a 
decline in investment will be more than offset by larger 
public and private consumption and particularly by an 
expansion in exports almost as great as in 1957, despite 
the much less favourable economic climate abroad in 
1958 than in 1957. Investment expenditures are ex- 
pected to increase in Norway and, to a lesser extent, 
in Sweden—the increase in Norway being concentrated 
primarily in ships, and in Sweden in housing and other 
construction. The other components of final demand, 
however, are not likely to show very much increase. 
Considerable doubts have been expressed by the two 
Governments about the development of export markets. 
In Norway, a substantial balance of payments deficit is 
anticipated, and in consequence some need is seen to 
limit consumption and investment. Some minor in- 
creases in prices are foreseen, but at the same time 
labour markets are expected to be less tight, with some 
rise in unemployment.*! Industrial production at the 
beginning of 1958 was significantly lower than the year 
before in Norway, and somewhat higher in Sweden. 


Although some slackening of demand is evident in the 
Federal Republic of Germany, and unemployment has 
been increasing, industrial production at the beginning 
of 1958 was still showing a significant advance over the 
year before and there appeared to have been some in- 


*° The 2 per cent increase in real output forecast in Sweden 
takes account of the effects of a gradual reduction of the working 
week for most wage-earners from 48 to 45 hours during a three- 
year period beginning in 1958. In industry this involves a short- 
ening of the working week by one hour in 1958. 

““ However, the Norwegian Government anticipates a tight 
labour market “in the summer half year”. 
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crease in home demand for producer durables and for 
construction. However, declining export demand was 
already reflected in order books. There was also a fall in 
home demand for consumer goods, and some inventory 
decumulation was taking place, especially in stocks of 
coal and steel which were particularly affected by de- 
velopments in the export markets of the engineering 
industries. 


In Denmark and the United Kingdom, output is not 
expected by the Governments to increase significantly in 
1958, even though the level of home demand is expected 
to be maintained. In Denmark some inventory liquida- 
tion is foreseen; and it is expected that business invest- 
ment will be adversely affected by falling farm incomes, 
the decreasing rate of expansion of industrial exports, 
the stagnation of non-agricultural home market sales 
and the uncertain international outlook. However, tax 
incentives to private investment introduced in 1957 may 
exert some influence on outlays in 1958. No appreciable 
stimulus to the economy for the year 1958 as a whole is 
expected from residential construction, or from the gov- 
ernment or export sectors. Despite the above, consump- 
tion is expected to rise, though not sufficiently to avoid 
some growth in unemployment. 


In the United Kingdom no increase is expected in 
private*? or public investment in 1958 nor in govern- 
ment expenditure. A moderate advance is expected in 
the volume of consumption because of a tendency for 
prices, especially of food, to decline in relation to 
incomes. Considerable uncertainty is, however, in- 
volved in the movement of the export balance and of 
inventories, and it is recognized that significant declines 
may occur in both these sectors. While there may well be 
declines in industrial production and increases in unem- 
ployment, the Government does not believe that a sud- 
den sharp recession during the coming months is likely. 


In the Netherlands a decrease of 2 per cent in real 
gross national product is anticipated in 1958. Declines 
in private investment both in fixed capital and in inven- 
tories are not expected to be fully offset by an improve- 
ment in the export balance nor by a small rise in con- 
sumption. The fall in total output will be reinforced by 
a decrease in government expenditure, in line with the 
general policy of curtailing government outlays laid 
down in the 1958 national budget. 


In Belgium, the Government notes that there are no 
indications that the slackening of economic activity 


** Manufacturing industry’s real investment in fixed assets in 
the fourth quarter of 1957 fell five per cent below the level of the 
corresponding quarter of 1956, although total real private fixed 
investment, excluding housing, was still 3 per cent higher. An in- 
quiry undertaken by the Federation of British Industries. re- 
ported in The Times of London on 15 March 1958, showed ‘that 
many more companies expected a decline in authorizations of 
capital expenditure in 1958 than expected an increase: similar 
results emerged as regards expected actual disbursements on new 
capital items in 1958, solely, however. hecanse of lower expendi- 
ture on buildings; companies were evenly divided regarding 
tendencies in equipment outlays in 1958, . 
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which was manifest in 1957 will not continue in 1958. 
The setback in external demand has been followed bya 
weakening of domestic demand and liquidation of in- 
ventories is expected to continue for some time. Indus- 
trial production is expected to fall by about 5 per cent, 
and employment will decline accordingly. The Govern- 
ment intends to use fiscal and monetary weapons against 
the recession and to expand public works and other 
means of raising employment. 


It was in Canada and the United States that the de- 
cline in demand had gone farthest by the beginning of 
1958. Fhe rate of decline of output in Canada has thus 
far been less than in the United States and the Govern- 
merit anticipates that output in 1958 will not be appre- 
ciably lower than in 1957. Private expenditure for plant 
and equipment in Canada, as indicated by surveys of 
investment intentions, is expected to be lower than in 
1957. On the other hand, expenditure on residential 
construction has already increased substantially as a 
result of easier credit provided by the Government, 
and Canadian government expenditures are also ex- 
pected to increase somewhat. There is some prospect 
of a reduction in the import balance, by virtue of an 
expected decline in demand for imported machinery 
and equipment. Provision for increases in transfer pay- 
ments and moderate reductions in both direct and indi- 
rect tax rates should contribute to sustaining personal 
disposable income and consumption. Preliminary data 
for the first two months of 1958 indicated some revival 
in industrial production, but there still remained a con- 
siderable volume of excess capacity to be taken up. 
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After six months of the current recession in the 
United States, total output had fallen somewhat more 
than during the full twelve-month spans of the reces- 
sions of 1948-1949 and 1953-1954, as shown in table 66; 
the same was true of employment. The role of business 
investment in the recession has already been examined. 
Of more immediate importance at the beginning of 1958 
was the liquidation of inventories. The decline in inven- 
tories in the first quarter of 1958, at an annual rate of 
$9.0 billion, represents the sharpest drop that has oc- 
curred in any quarter in the post-war period. Despite 
the magnitude of the decline, however, sales were falling 
even faster. The ratio of manufacturing inventories to 
sales, which was somewhat higher at the beginning of 
the current recession than at the corresponding point of 
the 1953-1954 recession, continued to rise through the 
first quarter of 1958. New orders also continued to slip 
back, and orders in hand in March 1958 had dropped to 
three-quarters of their March 1957 level. 


Preliminary data suggest a slowing down, in March 
1958, of the rate of decline in new orders experienced 
during the last quarter of 1957—a development that may 
have been due in part to rising defence orders. Measures 
have also been taken to increase or speed up non-defence 
federal spending; over $8 billion has been made avail- 
able in increased or accelerated appropriations or in 
loan funds, for public works and other projects. In all, 
by May 1958 it appeared that if all spending pro- 
grammes developed according to plan, total federal cash 
payments in 1958 might amount to as much as $90 


Table 66. United States: Changes in Expenditure and Output in Three Recessions* 
(Annual rates, seasonally adjusted, at current prices) 


1948-1949 1953-1954 1957-1958 
Downswing Upswing Downswing Upswing Downswing _ 
= ee ee, be ee 
Consumption expenditure.... 3.4 1.9 5.6 3.1 3.6 1.6 6.2 2.6 —24 —08 
Se alent knee —2.0 —5.3 Gola Lice —0.7 —1.4 NG Boe ae ir 
esidential construction. ies: 15:7 2.8 29.2 0.7 tt Pap ae oe . 
Plant and equipment.... —3.3 —11.3 3.0 12.7 Ze maet ae =e ie a : 
Inventory change........... —11.2 13.6 =p eo vee 
Net foreign investment>..... —18 —1.8 : ; : 
t diture on 
ee end speach ee 53 8.0 —3.2 —T7.4 —9.9 —11.6 —1.2 —1.6 0.8 oS 
PederaLaeeiees = sore a 4c ME 4.7 —=3.7 —15:1 —12.9 —21.1 —2.6 —5.4 —1l.1 —2, 
Deferred cae. .-o ess OT 41 —-06 —3A lite a ee) aig eee 
(‘i 04. 63 —3.1 =463 29 —36.7 0.5 10.0 Si -21 
State and local.......-- 21 125 0.5 2.6 _3.0 128 1.4 5.1 _}° 53 
Gross national product...... —8.5 ee 20.4 a Er ) a oes 


Industrial production. ...... = 


- United States Department of Commerce, Survey of 
ees Council if Economic Advisers, Economic 
Indicators; Board of Governors, Federal Reserve System, 
Federal Reserve Bulletin (Washington, D. C.). 

* Downswing: 1948-1949, fourth quarter 1948 to fourth 
quarter 1949; 1953-1954, second quarter 1953 to second quarter 


1954; 1957-1958, third quarter 1957 to first quarter 1958. 
Upswing in both cases refers to succeeding two quarters. 


b Unilateral transfers abroad included in “government ex- 
penditure on goods and services” and not in “net foreign 
investment”. 
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billion, as against $83 billion in 1957.** In fact, how- the previous two recessions, however, stronger support 
ever, it seemed that the rate of increase in defence obli- to personal disposable income was achieved by reduc- 
gations was less rapid than had been anticipated,** and tions in income and profits tax rates. Moreover, a 
there was therefore some doubt as to whether the ulti- large insurance dividend was paid to veterans of the 
mate increase in expenditure would be as large as Second World War early in 1950, which strengthened 

planned. Some stimulus was also expected from rising the forces of recovery.** 
state and local government expenditure.” While personal disposable income had declined less 
On the other hand, no expansion of demand from the than total output by the first quarter of 1958, consump- 
tion was not as buoyant in relation to income as in the 


foreign sector, such as that which occurred in 1954, is 
likely in 1958. In 1954 export demand was responding 
to the developing boom in western Europe, while during 
the current recession thus far the export balance has 
tended to decline. 


two previous recessions, and the demand for housing 
was also weaker, as shown in table 66. Both in 1949 
and in 1954. strong demand for durable consumer goods 
helped to promote the recovery from the recession. 
At the same time federal action affecting the availability 


, The operation of the progressive income tax system of mortgage credit encouraged a vigorous upsurge in 
and the increase in compensation paid to_the-unem- residential construction; the two post-war peaks in 
ployed were automatically tending to-sustain-personal housing starts were reached soon after the end of the 
disposable income in 1958, as-in 1953-1954-and 1948- recessions, in 1950 and 1955. The current situation, on 
1949. Moreover, much of the decline in the value of the other hand, has been marked by continuously de- 
output was being absorbed by falling corporate saving clining expenditures on consumer durables since the 
and business taxes, as shown in table 67. beginning of 1957. Moreover, despite a number of 


measures to reduce the cost and increase the availability 
of mortgage credit, housing starts failed to show the 
usual seasonal rise in the spring of 1958 and reached 
only three-quarters of the average 1955 level by April.*® 


There was also an increase in social security coverage 
in the first quarter of 1958, and an insurance dividend 
was paid to veterans of the First World War. During 


‘* This compares with an estimate of $86 billion for the cal- 


endar year 1958 in terms of the original budget proposals of **Tt should, however, be noted that in 1953-1954 there was 
January 1958. also a sharp drop in government expenditure. 

“4 It was anticipated early in 1958 that defence orders would “7 The fact that personal disposable income nevertheless de- 
rise from $6 billion in the second half of 1957 to $11 billion in clined almost in line with total output in 1948-1949, as shown in 
the first half of 1958. To some extent this represented a normal table 67, cannot be fully explained because of the statistical 
seasonal increase, but the rise was accentuated by changes in discrepancy. However, there was a very large fall in farm in- 
defence procurement policies. Thus far it would seem that the comes in 1948-1949, Farm income declined much less in 1953- 
actual increase in orders may be slower than this, and the 1954, and actually rose from the third quarter of 1957 to the first 
major influence upon expenditures correspondingly delayed. quarter of 1958. 

*° The increase in state and local government expenditure on *S An increase in housing starts from March to April 1958 left 
goods and services in 1958 was expected to amount to about the seasonally adjusted total in the latter month still well below 
$3 billion. January 1958. 


Table 67. United States: Changes in Income in Three Recessions* 
(Annual rates, seasonally adjusted, at current prices) 
eee 


1948-1949 1953-1954 1957-1958 
Downswing Upswing Downswing Upswing Downswing 
Billio er illion r illion ili e. illi 
Item dalla a re aa rs Log aut ae Lite aa she ee dod 
Gross national product...... —3.9 »—32 20.4 8.0 —87 —2.4 0°“ ~ _ 
Gross corporate saving.... —2.8 —9.5 2.9 9.4 1.4 4.2 15 4.3 at ne 
Business taxes........... 0.8) "08 7.0 18.5 —45 —-73 24 42 {- 11.0 —9.5 
Personal income from 
DLOGUCHOM er wrur ineis —95 —4.8 12.9 6.8 —4.2 —1.6 6 —7 _ 
Statistical discrepancy..... 4.0 —2.0 —1.6 03 cy = a5 
Personal income........... —7.5 —3.5 15.4 tw —-18 —0.6 H.0. Ss —44 —-13 
Personal income from , 
PLOCUCHOM a wi. alay we —95 —4.8 12.9 6.8 —4.2 —1.6 5.054231 —7 — 
Transfer payments........ 2.0 13.9 25 15.2 2.4 13.6 1.0 5.0 26 10.0 
Personal TAKOS nr orev ee. —-18 —8.8 1.4 iD —3.1 —8.6 Be. alles! _ 12 —28 
Disposable income........ —5.7 —3.0 14.0 (A 13 0.5 6.1 2.4 a a Ll 


ee 
Source: United States Department of Commerce, Survey of * Downswing: 19 
erce, Survey o g: 1948-1949, f. : 
i sie Business; Council of Economie Advisers, Economic quarter 1949; 1953-1954, scoond Hani GER AT scr ned 
indicators. ter 1954; 1957-1958, third quarter 1957 to first quarter 1958. 
Upswing in both cases refers to succeeding two quarters. 
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As noted previously, the current supply of housing is 
easier than during the two previous recessions. 


In summary, the tendencies in the United States early 
in 1958 were towards declines in business fixed invest- 
ment expenditures and in inventories, which were being 
offset only in part by increases in government expendi- 
ture. While the “automatic stabilizers” were once more 
strongly in evidence, consumer expenditures were not as 


buoyant in relati income as in the past, probably 
because the factors which had supported the demand for 
consumer durables and housing in the two preceding 


Gare Hebe eke, 
recessions were no longer as strong. 


Mainly because of the behaviour of the United States 
export balance, the recession has not as yet led to any 
balance of payments problems among the other indus- 
trial countries. During the first quarter of 1958, other 
countries as a whole were still adding substantially to 
their gold and dollar reserves as a result of transactions 
with the United States. Considerable increases in re- 
serves were recorded by Belgium, Japan, the Nether- 
lands and especially the United Kingdom, and of the 
countries recently in balance of payments difficulties 


only France was still losing reserves during the early 
months of 1958. 


However, the vulnerability of countries to any re- 
versal in dollar balances of payments may be greater 
than during the previous post-war recessions. Except in 
the Federal Republic of Germany and Italy, liquidity 
positions, as reflected in the ratio of gold and foreign 
exchange reserve holdings to imports, were not as strong 
as in 1953, and in many cases were weaker even than 
in 1948, as shown in table 68. Not merely does this 
imply serious limitations on the ability of countries to 
withstand the consequences of any significant decline 


“° Of the United Kingdom holding of gold and dollar reserves 
at the end of 1957, valued at $2.3 billion, $1.0 billion represented 
a loan from the United States Export-Import Bank, and drawings 
by India and the United Kingdom upon the International Mone- 
tary Fund. In the first quarter of 1958, however, gold and dollar 
reserves rose a further $500 million. In the case of France, 
drawings on the International Monetary Fund, together with 
short-term credits obtained in 1956-1957, are estimated to have 
amounted to nearly $700 million, compared with total official gold 
and foreign exchange reserves of $775 million at the end of 1957. 


in exports. It also exposes them to the threat of severe 
pressures on capital account which could well be even 
greater, in the short run, than the pressures on current 
account. In 1953/54 the buoyancy of confidence 
throughout the world helped to ease the adverse effects 
of the recession in North America by making possible an 
actual acceleration in private capital outflow from the 
United States. The relatively narrower margins of 
safety implied in current relationships between imports 
and gold and foreign exchange reserves would inevi- 
tably impose obstacles to the repetition of this devel- 
opment. Indeed recent experience in western Europe has 
provided a significant reminder that the days of per- 
verse capital movements have by no means disappeared. _ 


Table 68. Ratio of Gold and Foreign Exchange 


Reserves to Imports* of Industrial Countries 


Country 1948 1953 1957 
Helpum seersct et seen .46 44 BF 
Canada Ser, meet eee aD) 38 29 
Denmiarkete ater eke «ae 12 Wy 13 
Federal Republic of Germany... 52 76 
France> 
UW Ans CPhI ae 24 13 
|B er Ae raat er Se ee era a ne 27 15 
Tialytier ce cee cc nares A) 39 42 
Japan Mireles Seo a or Ani Bald 24 
Nétherlandsa eee anos eee 19 bY 26 
Norway seis qmesc cecha gu =19 :16 14 
SWECENira eas. tata eta ere wee Ale ay 19 
United Kingdom» 
BERR ah UN cael nl BoM 24 OH 20 
Bee ee ee aR Dil 17 
Unitedsstatesa ee cs) eae 3.03 1.87 1.61 


Source: International Monetary Fund, International Financial 
Statistics (Washington, D. C.). 

@ C.if., except f.o.b. for Canada and the United States. Data 
relate reserves at end.of year indicated to imports during the 
year. In line B for the United Kingdom, reserves at end of 1957 
are related to imports during first half of 1957, at an annual rate. 

b For France and the United Kingdom, line A relates gold and 
foreign exchange reserves to imports; line B relates the same 
holdings to the imports of the franc and sterling areas, respec- 
tively, from the rest of the world (imports of the sterling area 
are calculated as exports, f.o.b., of rest of world to the sterling 
area, plus 10 per cent). 
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RECENT TRENDS IN PRIMARY EXPORTING COUNTRIES 


The Implications of Changes in International Trade 


COMMODITY TRENDS 


The year 1957 opened with the price index of com- 
modities entering international trade at its highest level 
since 1951—the period of the “Korean boom’”—and 
though the index declined steadily throughout the year 
the average for 1957 as a whole was slightly (2 per 
cent) above the figure for 1956 (see chart 13). The 
price of manufactures in international trade continued 
rising in 1957 and for the year as a whole was about 
4 per cent above the 1956 level. Hence the terms of 
exchange between primary commodities and manufac- 
tured goods—which had dropped slightly below the 
1953 level to a post-Korean low in 1956—declined fur- 
ther in 1957. The only, major commodities whgse rela- 
tive price in international trade was higher in 1957 than 
in 1956 were sugar, wool and the fuels; and of these 
wool had an exchange rate against manufactures still 
about 10 per cent below the 1953 level, while for sugar 
the rate had dropped back to the 1953 level by the final 
quarter of 1957. 


The decline in commodity prices reflects in part the 
continuing diminution in the rate of expansion of econ- 
omic activity in the industrial countries. While con- 
sumption of primary products appears, on the whole, 
to have been at least as great in 1957 as in 1956, there 
was a tendency for industry—in expectation of lower 
commodity prices and the possibility of reduced de- 


mand for its product—to curtail or postpone its pur- 
chases of most raw materials. In contrast to this slack- 
ening in over-all demand, supplies of most items were 
greater in 1957 than in 19561 because production facili- 
ties had been enlarged, as in the case of some of the 
ores, because of a favourable season, as in the case of 
certain crops or because of the release or disposal of 
material from government-held stocks. The resultant 
market weakness was accentuated in the last quarter of 
the year when—though the volume of imports was main- 
tained in the aggregate—actual consumption tended to 
falter in the case of a number of commodities, especially 
in North America. 


By the end of 1957, commodity prices—with a few 
exceptions, such as those of copper, cheese and olive oil 
—were tending to stabilize. This applies to the few that 
had been rising—cocoa-and jute, for example—as well 
as to the many that had been falling during the year. 
This levelling out process continued into 1958 and the 
decline in most over-all commodity price indices be- 
tween the final quarter of 1957 and the first quarter of 
1958 was appreciably less than in any comparable in- 
terval during 1957 (see table 69). With no significant 
upturn in total industrial production—and hence in the 
consumption of raw materials—in immediate prospect, 


‘For details see United Nations, Commodity Survey, 1957 
(sales number: 58.11.D.1). 


Chart 13. Indices of Unit Value and Price of Commodities in International Trade 
(1950, first half = 100) 
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Source: Statistical Office of the United Nations, Monthly Bulletin of Statistics. 
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Table 69. Indices of Commodity Prices 


(Preceding quarter = 100) 
SS a a 


1957 1958 
Index First Second Third Fourth F iret. 
quarter quarter quarter quarter quarter 
Economist (United Kingdom)...............0..0c000. 100 98 96 
Reuter (United Kingdom) enn ee ee Re 100 96 95 08 98 
Financial Times (United Kingdom) ................... Se 99 99 oF oe) 
World Commodity Survey (Federal Republic of Germany) 100 99 98 97 98 
Desay (United Staton) sha sali s kv au wan biaanceivols 98 98 102 93 101 
Bureau of Labor Statistics* (United States). ........... 102 101 101 97 103 


SS 


Source: Bank for International Settlements, Press Review (Basle); The Economist (London); The Financial 
Times (London); Bureau of Labor Statistics, Monthly Labor Review (Washington, D. C.). 
* Index of wholesale prices of crude materials for further processing. 


this phase may prove to have been only a temporary 
slowing down of the decline. On the other hand certain 
developments on the supply side seem to have con- 
tributed to a better market adjustment. 


The output of a number of commodities has been re- 
duced, by poorer harvests in the case of rice, barley and 
wool, for example, by deliberate curtailment in the case 
of copper, nickel and aluminium, for example, or by a 
combination of both, as in the case of cotton. In some 
instances a reduction or limitation has been effected less 
in output than in supplies actually marketed—as for tin 
and sugar under the established international agree- 
ments and coffee under the more recent withholding 
arrangement made by the major Latin American pro- 
ducers. With the depletion of United States government- 
owned surplus stocks of rice, butter and the higher 
grades of cotton, there has also been a lessening of 
pressure on the market by the type of disposal that 
increased so greatly in 1956/57. 


COMMODITY IMPORTS OF THE INDUSTRIAL COUNTRIES 


In 1957, as in 1956, there was a marked contrast 
between North America and western Europe as a force 
sustaining commodity exports from the less developed 


countries. In terms of volume, gross imports into the 


countries of western Europe were higher in the first half 
of eS eee 
except aluminium (6 per cent less), lead_(3 per cent 
less) and cereals (4 per cent less). Except in these 
commodities and in butter and cheese, coffee, cotton 
and tin, the gain in gross imports was greater between 
the first half of 1956 and the first half of 1957 than 
between 1955 and 1956. In the case of butter and cheese, 
average unit value was also tower (by 16 per cent) and 
western European import expenditure recorded a major 
reduction. The decline in the average unit value of 
non-ferrous metals (16 per cent) and rubber (11 per 
cent) was large enough to reduce aggregate expenditure 
on these commodities too, despite a rise in import 
volume. This was not the case with cocoa or cotton, 
the only other commodities whose average unit values 
were lower in the first half of 1957 than in the first half 


of 1956, but gross expenditure on cereal imports was 
slightly lower, notwithstanding a 3 per cent rise in unit 
value. Allowing for trade within the region, there was a 
16 per cent expansion in the value of net imports into 
western Europe, the principal contributors being petro- 
leum and products, natural fibres and_foodstuffs— 
chiefly beverages and sugar. 


By value, gross imports into North America in the 
first half of 1957 were about 2 per cent above the corre- 
sponding level in 1956, but this was due almost entirely 
to a 20 per cent expansion in petroleum imports. The 
only other category to record a significant increase was 
base metal ores; for the rest, commodity imports were 
all much the same or lower, and in the aggregate ex- 
penditure on commodities other than petroleum was 
3 per cent less than in the first half of 1956. Since 
commodity exports from North America were substan- 
tially greater, net expenditure on imports declined 
markedly—from almost $1 billion in the first half of 
1956 to almost zero in the first half of 1957. Sugar, 
butter and cheese, and tea were the only commodities 
net imports of which were greater in the first half of 
1957 than in the corresponding portion of 1956, and 
the gains were relatively insignificant. A one-third de- 
cline in net food imports reflects greater cereal exports 
in the face of smaller imports of coffee and cocoa. 
There was a notable rise in the net exports of tobacco, 
vegetable oils and oil-seeds. Net exports of cotton were 
markedly higher, net imports of wool much lower. 
Rubber and metals and ores—raw materials for the capi- 
tal goods industries—were also imported to a net value 
significantly lower than that registered in the first half 
of 1956, while exports of petroleum and products— 
temporarily replacing supplies from the Middle Kast— 
rose to an extent that completely eclipsed the increase 
in imports. 


These developments in the intake of primary com- 
modities by the industrial countries were continued in 
the second half of the year. A comparison of the first 
nine months of 1957 with the corresponding period of 
1956 shows that imports of the selected commodities 
into western Europe were 12 per cent higher on a gross 
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valuation and 14 per cent higher on a net valuation. 
The only groups to register a decline in the value of net 
imports were cereals (15 per cent) —because of a reduc- 
tion in the third quarter—non-ferrous metals (17 per 
cent) and to a smaller absolute extent butter and cheese 
(39 per cent) and rubber (5 per cent). 


As in the first half of the year, gross commodity im- 
ports into North America in the first three quarters of 
1957 were slightly above the level of the corresponding 
portion of 1956, the principal gains—in petroleum (21 


per cent) and metals and ores (11 per cent) —just about 
offsetting reductions in coffee (11 per cent), rubber 
(12 per cent) and wool (10 per cent). Because cereal 
exports were lower in the third quarter of 1957 than in 
the third quarter of 1956—as were the corresponding 
imports into western Europe—the over-all decline in net 
imports was somewhat smaller for the nine months than 
for the first half of the year; but, as then, it reflects 
chiefly the expansion in exports of cotton, petroleum 
products and to a smaller extent tobacco and oil-seeds 
and fats and oils (see table 70). 


Table 70. Commodity Imports into North America and Western Europe, First Three Quarters of 1956 and 1957 
(Millions of dollars) 


TE 


Gross imports 


Region and commodity 1956 1957 

North America» 

OOGSTULS setece eset cece carer 2,068 1,950 
(Gerealsvand flout eee. 59 61 
Mean retds: 2 tent eee fe 136 150 
Butter and cheese........... 2p} yy 
DUAL eee ater sti cre ote roe 461 483 
Beyerases ss... sec de enseniss 1,390 1235 

Goiteedeay ermeccat cle oe 1,186 1,056 
Cocoa sate ty neces 149 IPA 
AGA cea Sie eter ata inh ke ee 56 59 

HLODACCOMe Seett ee er: 78 80 

Oil-seeds, oils and fats......... 147 149 

VMS BR ee Ae ted see Sh oe Re 61 44, 

INaturalsibresepaeeetren iia 382 348 
COLON eee ene eine 68 62 
Wicoltandultairae sree 260 PBS 
SRW! INOS, 5 6 cea wa wows coor 55 Be 

Rubberee ries tars ee ea cee 350) 295 

Non-ferrous metals............ 720 784 

iBaseametal aones see rte ate 591 673 

Petroleum and products....... 1,239 1,497 

ToTaL 5,621 5,820 

Western Europee 

KoodstutisMae saneueunia ia etinn 4,081 4,321 
Gerealsrandinounse en eee 1,475 1,291 
MG atarer tees x ort eee coin: 197 913 
Butter and cheese........... 448 383 
Dugdale ceeere teen bees 347 596 
Beverages oon seein. aetna 1,014 1,138 

Go fleeur ae were ene ee or 548 604, 
COcOda te res tere tes een 203 218 
il cre og ee re eo 263 Bie 

PLO DACCO nate Mee ares eee 338 370 

Oil-seeds, oils and fats......... 1,091 1,156 

HUES Beret te eye eee ae er enna: BAN 260 

INenamell toes ooh ononceuon ne: 2,043 2,585 
Cottorime tas tte ioe. ee ee 809 969 
Well ennel Mii. cb oe cu ana ane 1,032 1,399 
Jno SM OMMet Is oat dlekeai cue Sante 203 218 

Rubber manera «acres 487 461 

Non-ferrous metals............ 1,462 1,287 

Basemnetaonress eee ena: 921 1,079 


Petroleum and products....... 2,726 3,439 
ToraL 13,366 14,958 


Source: United Nations, Commodity Trade Statistics, Statistical 
Papers, Series D. 


* A minus sign signifies net exports. 


>’ Canada and United States; imports f.o.b., “for consump- 
” 


tion’’; exports f.o.b., “‘national’’. 


Net imports 
Difference 1956* 1957* Difference 
—118 423 339 — 84 
2 — 1,406 — 1,380 26 
14 4] 34 —7 
—| —15 uy 22 
22. 427 458 31 
—155 1,376 1,220 —156 
—130 Ione. 1,043 —130 
—28 147 119 —28 
3 56 58 2 
2 —209 —231 —22 
Be — 296 —356 —60 
—17 Rs 15 4 
—34 —62 —503 —441 
—6 — 360 —770 —410 
—25 244 216 —28 
—3 og 52 —] 
— 40 256 199 —57 
64 TA 52 —22 
82 296 25S —43 
258 693 57 —1l17 
199 1,186 344 — 842 
240 2,952 3,028 7 
— 184 1,224 1,035 —189 
116 388 446 58 
=O65 197 120 ig) 
249 192 358 166 
12 951 1,069 118 
56 537 589 oe 
IS 153 164 ug) 
54 262 SES 53 
32 262 290 28 
65 903 9066 63 
43 161 202 Al 
O42 1,622 2,095 473 
160 787 946 159 
367 695 987 292 
15 139 162 93 
—26 176 450 —26 
—175 637 ao —106 
158 78 81] 133 
713 1,884 2,560 676 
1,592 D575 10,933 1,358 


* Austria, Belgium, Denmark, Federal Republic of Germany, 
France, Iceland, Ireland, Italy, Luxembourg, Netherlands, 
Norway, Portugal, Sweden and United Kingdom; imports c.i.f., 
for consumption, except Ireland and United Kingdom for which 
they are ‘‘general”’; exports f.o.b. “special”, except Ireland and 
United Kingdom for which they are “national”. 
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Nothwithstanding the decline in industrial produc- 
tion that was well under way by this time, gross com- 
modity imports into North_America were fully main- 
tained in the fourth quarter of 1957. Indeed the value 
of such imports into the United States was about 2 per 
cent above the average rate for the year as a whole: 
agricultural commodities were 5 per cent higher in 
aggregate value despite a fall in sugar and wool, and 
minerals 2 per cent lower despite a further rise in 
petroleum. 


If petroleum is excluded, the value of gross United 
States commodity imports in 1957 as a whole was about 
2 per cent below the 1956 level, increases in sugar, 
tobacco, meat and cereals, iron ore and aluminium, 
nickel, lead and zinc being more than offset by contrac- 
tions in coffee and cocoa, wool, rubber, diamonds, cop- 
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per and tin (see table 71). Petroleum imports, by con- 
trast, were a fifth greater in value and still rising, 


imports in the final quarter being 2 per cent above the 
1957 average rate. 


Metal and ore imports into the United States con- 
tinued to expand despite a significant decline in the 
output of durable goods industries, and although there 
was a_general decline in domestic mine production— 
3 per cent in copper, 4 per cent in zinc and 6 per cent 
in lead—producer stocks rose substantially—13 per cent 
in copper, 30 per cent in lead and 147 per cent in zinc 
(see table 72). In the case of tin, which is not produced 
locally, imports were 30 per cent below the 1956 level, 
and stocks at the end of 1957 at much the same level as 
a year earlier. In the case of copper, while imports were 
maintained more or less at the 1956 level, exports were 


Table 71. Primary Commodities: Indices of Gross Imports* into the United States 
and Selected Countries in Western Europe in 1957 


(1956 = 100) 
: United States Western Europe» 

Commodity = =e eee 

Value Volume Value Volume 
Bpodciiieee satiate cose ces ee 102 101 102 104 
et BE Se) eps Oe eg 17 145 108 103 
RM Bese eee a vet seh,” Elks Scie chk 98 99 85 88 
Pere ate oe i ee, Selina: e e 91 88 
Ware er on an ce oe aes 3S 1084 A: 92 99 
Se hee ene eves oss 105 100 154 124 
Or ge 2 a ee ee eae 96 98 105 102 
ee The, bara Oe ee 94 91 110 113 
TSI et ate SN ee 100 102 116 126 

Wie oT ee eee ee ee ee 106 103 107 108 

Agricultural raw materials........... on 110 106 
Vegetable seeds and oils.......... 111 101 116 107 
Amimal oils arid fats: 2a 1. 46\0.0a:6 e e 113 109 
Rnbber oe eee se os ha 88 96 101 107 
AT ee ildan | teeta ate EE Ny ie Aa A 87 79 115 101 
CUOEL ORT enn ers ee come. she a 162 WAL 110 al 
SIGE ee ss aes 99 80 Wy 109 
Other vegetable fibres............ 80 95 oF 105 

Nrostpires hoe ee eee ee elo acs 114 a? 

Non-ferrous ores and metals......... 98 101 95 105 
Mon-ferrous OTes es. fcc och. 5 22 noe 105 100 
APE oe Ores Ren eee ae 76¢ 100¢ Ut 110 

tt ee Re Wed SRI E berate, «8 109¢ 1146 84 95 
TRC ME eae es ro acca recks dieser 129¢ 103¢ 88 102 
4 if lel Ot oe ee ae ee eee TAt 90f 141 146 
iy er vel bees eed nA aS ee eee 110¢ 100¢ Heil 106 
DT ELUTE ged ee, OO EI RE 108« 103 89 87 

Finelacee ers fea eee ss ba aioe 120 ‘ 119 
mien eth yp ee WA xb Hd 120 ee 

oleum products.....-....-++- ew. 
oe P Total of items listed 101 108 104, 


EEE 


Source: United Nations Bureau of Economic 
Affairs and national trade statistics. } 

«Imports c.i.f. and “special” for all countries 
exce ¢ United Kingdom, where they are “‘general”’, 
and United States, where they are “for consump- 
tion”. ; 

b Belgium, Federal ot ee of Germany, France, 
Netherlands, Norway, Sweden and United King- 
dom. In 1956 imports into these seven countries 
accounted for 80 per cent of total imports into 


western Europe, and an even higher proportion of 
imports of primary commodities. sy 

° Not imported in significant quantities. 

{ Value of feeds and fodders. 

¢ Including the metal content of ores and con- 
centrates. 

4 Imports of tin concentrates practically ceased 
in 1957; the volume index of gross imports of m etal 
and concentrates combined is 73. 

« Including bauxite. 
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almost 50 per cent higher so that net intake in 1957 was 
about one-third less than in 1956. The increase in lead 
and zinc imports seems to have been occasioned, at least 
in part, by a fear in the minds of traders that action 
would be taken by the United States Government to pro- 
tect marginal domestic mines from the full impact of 
the decline in price by restricting in some way the 
inflow of ore and metal from foreign sources.” The 
2 per cent decline in local aluminium output was ac- 
companied by a much greater decline (19 per cent) 
in local bauxite production, while imports of bauxite 
were one-fourth higher than in 1956. 


Table 72. United States: Changes in Production, 
Net Imports and Stocks of the Major Non-Ferrous 
Metals in 1957 Compared with 1956 


(Thousands of short tons, metal content) 


Change in 
Stocks at 
Mine Net smelters and 

Metal production imports refineries 
/NestNiNOHN,. ooo goon oe —31.58 11.6 69.1 
Coppers cisine dediecet — 29.3 —127.1 44.0 
| Ber Teli g cots een ee cee —19.3 63.4 48.7 
AWN Abie a eee ictaror: — 16.08 —23.4 —0.4 
LATICO eee Oa or —22.2 22.6 OT 
INTCK EG) er eos er eee 5.0 —0.7 IPA 


Source: United States Bureau of Mines, Mineral Industry 
Survey; American Bureau of Metal Statistics. 

* Change in smelter production. In the case of aluminium, the 
decline in the output of domestic ore (bauxite) amounted to 
368,000 short tons, dried equivalent. 


As in the United States, gross imports of primary 
commodities into western Europe were well sustained 


in the second half of 1957. For the year as a whole the 
value of such imports—excluding fuels—was 5 per cent 
above the 1956 figure, reductions in cereals, hard fibres 
and most of the non-ferrous metals having been more 
than offset by increases in almost all other primary 
products (see table 71). Among the agricultural com- 
modities particularly large increases occurred in the 
imports of sugar, tea, fats and oils, cotton and jute. 
Petroleum imports were more than one-fifth higher and, 
despite the decline in many prices, the gross value as 
well as the volume of imports of metals and ores was 
actually greater in 1957 than in 1956, iron ore, nickel 
and tin being largely responsible for the increase. 


The expansion in tin imports reflects in part the 
closing of the Longhorn smelter in the United States 
and the consequent diversion of Bolivian concentrates 


*In Congressional hearings in June 1957 the Secretary of the 
Interior referred to “the further threat to the lead and zine 
mining industries posed by the high level of import”, and in 
August the President asked the United States Tariff Commission 
“to consider the situation for action under the escape clause of 
the Trade Agreements Extension Act’. See American Metal 
Market, 5 June 1957, and United States Bureau of Mines 
Mineral Industry Survey: Mineral Market Report MMS No. 
2738 (Washington, D. C.). 


to western Europe, particularly the United Kingdom. 
But another, and late in the year the principal, cause 
of the expansion was the decline in tin prices which 
brought the buffer stock into the London market as a 
buyer. The imminence of export restraints—which were 
in fact imposed in December, setting greatly reduced 
export quetas for the first half of 1958—caused a 
marked acceleration in the rate of shipments towards 
the end of 1957. This is illustrated by imports into the 
United Kingdom: in the five months ending 28 Febru- 
ary 1957 these had amounted to less than 700 tons 
whereas in the corresponding period in 1957/58 they 
were almost 13,000 tons. 


Tin was not the only commodity whose imports into 
the United Kingdom were appreciably higher in the 
period October 1957 to February 1958. There was a 
general rise in volume of non-ferrous metals and ores— 
except for aluminium and copper, which were one to 
2 per cent lower—increasing the over-all index by about 
one-fourth. Fuel imports were higher by almost the 
same proportion, wood and pulp imports by about 
3 per cent, agricultural raw materials by just under one 
per cent and foodstuffs by a small fraction. 


While the volume of primary commodity imports into 
the United Kingdom in this period around the turn of 
the year was 5 to 6 per cent above the corresponding 
figure for 1956/57, the c.i.f. value of these imports was 
about 7 per cent lower. If allowance is made for the 
element in this change which is accounted for by the 
decline in freight rates from the peak at which they 
were at the turn of 1956/57, this disparity between 
change in volume and change in value is one indication 
of the extent to which the weakening trend in com- 
modity prices had tended to reduce their unit value as 
the year progressed. For 1957 as a whole this reduction 
in unit value is reflected in a further decline in the rate 
of expansion in the export earnings of the primary 
exporting countries. 


ie, 


EXPORTS OF THE PRIMARY EXPORTING COUNTRIES 


In the aggregate, exports from the primary exporting 
countries, which increased by almost~S~per~cent in 
value between 1955 and 1956, increased by only 3 per 
cent between 1956 and 1957. The number of countries 
that failed to maintain export earnings rose from 30 
per cent of the total in 1956—accounting for a fifth of 
all exports—to 36 per cent in 1957—accounting for a 
third of all exports (see table 73). These countries 
were concentrated in two main groups: exporters of 
metals and ores and exporters of coffee. 


Exports from the metal and-ore-preducing countries 


tended to follow the course of investment in the indus- 
trial countries. After-rising by IT per cent between 
1954 and 1955 and again between 1955 and 1956, they 
were 9 per cent lower in 1957: reductions of 12 to 16 
per cent in the Belgian Congo, Chile and Rhodesia— 
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the copper producers—and Bolivia (tin) and southern 
Korea (tungsten) more than offset expansion in Sierra 
Leone (iron ore), Surinam (bauxite) and Tunisia. 


Table 73. Primary Exporting Countries: Distribu- 
tion of Change in Value of Exports* 
See 


1956 1957» 
ee 100) deere dl eaceed pacer oe 
Less than 90..... 1] 1,128 14 sh (oul 
90 to 94.9....... 6 2,094. 3 1,590 
9570999... 5 2,142 10 3,432 
100 to 104.9. .... 14 7,833 12 Mae 
MOD to7}09.9......... 13 4,999 8 3,747 
HO tortl4.9.. .... ll 5,887 9 3,365 
ES to 119.9). 2. 3 9 1,479 2 2,435 
120 and over..... 6 494, Gr 2,707 

Torare 75 26,056 ie 26,809 


Source: International Monetary Fund, International Financial 
Statistics (Washington, D. C.). © 

® Valued in millions of dollars, f.o.b. 

> Calendar year in most cases, but October-September in a 
few of the smaller countries for which final quarter data were 
not available. 

© For list of countries see footnotes to table 74. 


Among the coffee producers the lower export yields 
reflected chiefly the decline in price and in the intake 
of the principal (United States) market; but there were 
also smaller crops in one or two cases and, later in the 
year, supplies were withheld by some of the Latin 
American countries in support of a minimum price. 
The value of total exports was lower in 1957 than in 
1956 not only in the major South American producers, 
Brazil and Colombia, but also in Guatemala and Haiti 
and in several African producers, including Kenya, 
Madagascar and Tanganyika. Though exports were 
higher in several of the smaller producers—Costa Rica, 
El Salvador and Uganda, for example—there was a 5 
per cent reduction in the group’s aggregate earnings— 
compared with a 6 per cent expansion between 1955 


and 1956. 


There appears to have been a slight decline—of one 
per cent or less—in the total export earnings of the 
cocoa, rice and cotton groups as well. In the case of the 
cocoa group the lower prices received by Ghana and 
Nigeria for the 1956/57 crop were partly responsible, 
and when final figures for the last quarter of 1957 are 
available they may well show that the higher prices 
received for the 1957/58 crop actually raised receipts 
for 1957 as a whole above the 1956 level. In the case 
of the rice group, a rise in exports from Thailand just 
failed to offset a decline in exports from Burma whose 
rice shipments, however, were at approximately 1956 
levels. 


Exports from the_cotton producing countries were 
affected in the first instance by the massive expansion 
in disposals from United States cotton stocks: the value 
of United States cotton exports in 1957 was 49 per cent 


greater than in 1956. This was enhanced in some cases— 
Pakistan, for example—by increased domestic consump- 
tion, or by the maintenance of unrealistic reserve prices 
—as in Sudan, where it led to the accumulation of un- 
sold stocks. In some countries—notably Mexico—a de- 
cline in the cotton crop was a major factor. Expansion 
in the exports from Egypt, Turkey, French Equatorial 
Africa, Mozambique, Peru and Nicaragua—where cot- 
ton crops were generally higher in 1956/57—was barely 
suflicient to compensate for contractions in Mexico, 
Sudan, Syria, Paraguay and Pakistan, and, in the aggre- 
gate, group exports were fractionally lower in 1957 
than in 1956. 


All the other export groups registered an increase in 
foreign exchange earnings between 1956 and 1957, 
ranging from 3 per cent in the case of the rubber 
exporters to 16 per cent in the case of the sugar ex- 
porters (see table 74). Countries with lower exports in 
these groups were the exceptions in which special forces 
had limited the output of the principal product or there 
had been a major decline in the earnings from sec- 
ondary exports. Among the petroleum exporters, for 


Table 74. Primary Exporting Countries: Indices of 
Change in Foreign Trade 


(Preceding year = 100) 


Value of Value of 

exports® imports 

Country group — pe EN 1 
exporting mainly 1956 1957 1956 1957 
Meitalszandioresbe- eee al 91 105 108 
(COTES AtEm cs coro ee ce ere 106 96 98 105 
GOCbAGe ck eae ee eee 95 99 NOGHOS 
Cotton?: 2ee ae ene ee 104 100 110 = 106 
Rice. owes. Ae aes «aceite 103. ~=100 109-125 
Rubberste. eee et ero ee: 97 ~=103 114 103 
Petroleum! acegs ee 106 =104 109 122 
6 WEY Win Aiea, cg ne ene tid, Aram se 97 ~=6106 ORG 
Wid deka drew. eta: 108 = 107 95 108 
LUrgubLeo) lary aahietc antics ee aie NOL lis TQ) a 
Busacl i ie) ee ole ute 110 116 105 116 


Total, seventy-five countries 105 103 LOS teh 


Source: International Monetary Fund, International Financial 
Statistics. 

@ Measured in dollars, exports f.o.b., imports c.i.f. 

> Belgian Congo, Bolivia, Chile, Korea (southern), Morocco, 
Rhodesia and Nyasaland, Sierra Leone, Surinam and Tunisia. 

¢ Angola, Brazil, Colombia, Costa Rica, El Salvador, Ethiopia, 
French West Africa, Guatemala, Haiti, Kenya, Madagascar, 
Tanganyika and Uganda. 

d French Cameroons, Ghana, Nigeria. 

e Egypt, French Equatorial Africa, Mexico, Mozambique, 
Nicaragua, Pakistan, Paraguay, Peru, Sudan, Syria and Turkey. 

f Burma and Thailand. 

* Cambodia, Indonesia, Malaya and Singapore, North Borneo 
and Viet-Nam. , 

h Aden, Brunei, Iraq, Netherlands Antilles, Sarawak, Saudi 
Arabia, Trinidad and Venezuela. 

i Ceylon and India. : 

i Argentina, Australia, New Zealand, South Africa and 
Uruguay. 

k Algeria, Ecuador, Honduras, Israel, Lebanon and Panama. 

1 Barbados, British Guiana, China (Taiwan), Cuba, Dominican 
Republic, Fiji, Guadeloupe, Jamaica, Mauritius, Philippines and 
Réunion. 
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example, Iraq and to some extent Saudi Arabia were 
unable to maintain exports during the Middle East crisis 
that closed oil pipelines and the Suez Canal. Among 
the wool exporters, New Zealand experienced a signifi- 
cant reduction in earnings from dairy products which 
kept total proceeds at the 1956 level, while in Uruguay 
exporters held back supplies of wool in expectation of 
more favourable exchange rates. A decline in exports 
from Ceylon was mainly the result of smaller shipments 
of coconut products. In the Philippines, whose sugar 
was sold to the United States at a stable price rather 
than on the free market where the price was much 
higher in the first half of the year, the decline in total 
export receipts, though somewhat less, was more widely 
spread. 


Offsetting in part the increase in the proportion of 
countries that failed to maintain the 1956 level of ex- 
ports was an even larger increase—from 8 per cent to 
23 per cent of the total—in the proportion of countries 
registering an expansion in exports of 20 per cent or 
more. These were concentrated to some degree in the 
sugar group—Barbados, China (Taiwan), Cuba, Fiji, 
Jamaica and the Dominican Republic—but they also 
included small coffee exporters—Costa Rica and E] Sal- 
vador—and other small countries such as Viet-Nam and 
Cambodia (rubber and rice exporters), Sierra Leone 
and Tunisia (mineral exporters) and Israel and 
Panama (fruit exporters) as well as Egypt whose cotton 
exports recovered somewhat in volume from the low 
level of 1956. Australia, the leading wool exporter and 
a major trading country, was also among those regis- 
tering a large increase in 1957—almost 17 per cent 
above the 1956 figure. As a result, while the proportion 
of countries whose exports expanded 15 per cent or 
more rose from a fifth in 1956 to a fourth in 1957, 
the proportion of total export proceeds accounted for 
by this group rose from less than 8 per cent to more 
than 19 per cent. 


IMPORTS OF THE PRIMARY EXPORTING COUNTRIES 


While the rate of expansion in exports from the 
primary exporting countries as a whole slackened, the 


rate of expansion in imports was significantly higher 
between 1956 and 1957 (over 11 per cent) than between 
1955 and 1956 (5 per cent). All groups participated 
in this increase and the proportion of countries import- 
ing less than in the previous year declined from 32 
per cent in 1956—accounting for more than one-third 
of all imports—to 17 per cent in 1957—accounting for 
less than one-sixth of all imports. At the other end of 
the scale the proportion whose imports expanded by 
15 per cent or more rose from less than 19 per cent— 
accounting for one-fifth of all imports—to more than 
28 per cent—accounting for almost two-fifths of all 
imports (see table 75). 


The largest relative gains were recorded by the rice, 
fruit and petroleum exporting groups, reflecting in par- 
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Table 75. Primary Exporting Countries: Distribu- 
tion of Change in Value of Imports* 
ee 


1956 1957> 
Ratio Number of Value of Number of Value of 
(preceding year=100) countries imports countries imports 
TiessuthanyO5meree 16 6,692 il PUT 
95 ito 99:9. cee - 8 PRT 6 3,727 
100 to WMlOA OR ae 10 3,361 6 Sy? 
LOSrto L099 Rene 1 4,170 20 7,159 
TO toma O eee 15 5,328 15 5,464 
US sito AW) ee 4 714 10 5,178 
120 and over..... 10 4,854. 11 6,637 
Torate 75 27,892 He 30,944 


Source: International Monetary Fund, International Financial 
Statistics. 

* Valued in millions of dollars c.i-f. / 

> Calendar year in most cases, but October-September in a 
few of the smaller countries for which final quarter data were 
not available. 

¢ For list of countries, see footnotes to table 74. 


ticular the expansion of imports into Burma, Algeria 
and Venezuela, but there was also a major increase in 
the tea exporting group (notably India) and the sugar 
exporting group (notably the Philippines and Cuba). 
Some of the largest relative increases were registered by 
countries whose exports actually realized less in 1957 
than in 1956—Sudan, for example, and only slightly 
less markedly, Argentina, Brazil and Chile (all with a 
rise of more than 15 per cent) and Ceylon, New Zealand 
and Rhodesia (with a rise of 10 to 12 per cent). 


In part this divergence between import and export 
trends merely reflects the lag that customarily occurs 
between changes in export proceeds and the consequent 
changes in domestic incomes, in the demand for im- 
ported goods and in their ultimate arrival and re- 
cording. In 1957 this lag was reinforced rather more 
than usual by other events and policies. Externally, 
some delay in shipments was caused by the Middle East 
crisis, as a result of which imports in the early months 
of 1957 were enlarged somewhat by goods that might 
otherwise have arrived in 1956. This factor affected 
chiefly the trade between western Europe and southern 
and south-eastern Asia and in the aggregate it was not 
of major significance. The rise in imports in 1957 was 
to a much greater extent the result of developments 
within the primary exporting countries. 


In some countries local producers were shielded to a 
large extent from the effects of the decline in commo- 
dity prices—as in Brazil in respect of coffee and New 
Zealand in respect of dairy produce. In others, there was 
a determination to continue investment programmes 
that had been started earlier, even when the high import 
content of some projects involved a severe drain on 
foreign exchange reserves—as in India and, to a less 
extent, the Philippines and Rhodesia. In some countries, 
local inflationary conditions and the associated high 
levels of expenditure were largely responsible, espe- 
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cially in countries such as Bolivia and Chile where 
attempts were under way to dismantle the apparatus 
of exchange and import control which had previously 
been relied on to hold down the level of imports. 
In others, the threat to the balance of payments em- 
bodied in the decline in commodity prices and the 
failure of export earnings to rise was itself a potent 
cause of higher imports—as in Argentina, Burma, New 
Zealand and the Philippines, for example, where pri- 
vate imports were expanded in part through speculative 
action in advance of a possible or probable tightening 
of import controls. 


Though the countries whose imports were less in 1957 
than in 1956 were fewer in number and trading size, 
they were widely distributed among the various export 
groups. In many cases—Australia, Colombia, Indonesia 
and Turkey, for example—the reduction reflects a reac- 
tion from a particularly high level of imports in pre- 
vious years induced by measures taken to protect ex- 
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change reserves. Balance of payments considerations— 
though not specifically on trade account—also lay be- 
hind a cutback in imports into Egypt and Syria on the 
one hand and Morocco and Tunisia on the other. 


CHANGES IN THE REGIONAL PATTERN OF TRADE® 


Though the expansion in the value of exports from 
the primary exporting countries was somewhat smaller 


* This analysis is based on incomplete data. Trade statistics 
showing origin and destination for the whole of 1957 were 
available for one-third only of the primary exporting countries, 
accounting for rather more than one-half of total trade. As indi- 
cated in tables 76 and 77, in most cases figures for shorter 
periods of six to eleven months have had to be used. The direc- 
tional breakdown was also incomplete: some 3 per cent of total 
exports and 2 per cent of total imports—and appreciably larger 
proportions of the trade of individual countries and groups— 
could not be allocated regionally. The conclusions expressed in 
the text are therefore no more than tentative, their validity 
depending on the extent to which the trade pattern in the final 
portion of the year conformed to that in the first portion and 
the extent to which the unallocated trade was distributed in 
the same way as that whose origin and destination were known. 


Table 76. Primary Exporting Countries: Indices of Change between 1956 and 1957 in Exports to Various 
Destinations 


(Corresponding period in 1956=100) 


Country group North Western 
exporting mainly Total= America Europe Japan 
Metals and ores>..... 92 85 87 191 
Petroleum’.......... lll ely 126 140 
Heabhertse 22 oe 5.2); 104 95 94 103 
(SET ee Hee 101 103 93 90 
DSS be eee 109 94, 107 125 
OTST ee 98 79 101 - 
Rates eee es 94 88 97 99 
Mente aren eS ek 96 97 89 167 
LUD geen fae aes 110 86 87 qo 
ee 115 105 131 112 
(yi Vesa eee 112 105 113 ils 
Tora 105 99 102 ii 


Source: United Nations, Direction of International Trade, a joint 
ublication of the Statistical Office of the United Nations, the 
nternational Monetary Fund and the International Bank for 
Reconstruction and Development. ; 

Note: Asterisk denotes exports were zero either in 1956 or in 
1957. 

« These indices differ in varying degrees from those presented 
in table 74 because of differences in country and time coverage. 

b Belgian Congo (10 months), Bolivia (9 months), Chile 
(8 months), Korea, southern (10 months), Morocco (9 months), 

Rhodesia (12 months), Sierra Leone (9 months) and Tunisia 
(6 months). if pas 

e Aden (12 months), Netherlands Antilles (9 months), Saudi 
Arabia (6 months), Trinidad and Tobago (11 months) and 

Venezuela (6 months). Z 

4 Cambodia (9 months), Indonesia (11 months), Malaya and 
Singapore (12 months) and Viet-Nam (12 months). 

e Egypt (12 months), French Equatorial Africa (11 months), 
Mexico (11 months), Mozambique (8 months), Nicaragua 
(12 months), Pakistan (10 mont s), Paraguay (12 months), 
Peru (12 months), Sudan (12 months), Syria (9 months) and 

k 12 months). 
en (12 Deep Australia (12 months), New Zealand 
(9 months), South Africa (12 months) and Uruguay (9 months). 

« Ghana (10 months) and Nigeria (8 months). 

h Angola (10 months), Brazil (9 months), El Salvador (10 
months), Ethiopia (6 months), Guatemala (6 months), Kenya 
(10 months), Madagascar (10 months), Tanganyika (10 months) 


Centrally Southern and 

planned Latin Middle south-eastern 
countries America East Asia Oceania Africa 
43 96 31 144 101 93 
129 97 101 30 ae ve, 
142 el 114 116 105 97 
les 101 104 80 139 96 
109 112 69 109 123 el 
389 100 100 * 59 92 
83 142 100 63 88 105 
95 100 TA 76 96 91 
83 50 254 130 Was 293 
Pipa 114 115 116 70 185 
126 127 134 100 mo) 92 
124 106 103 106 110 106 


and Uganda (10 months). 

i Ceylon (12 months). 

i Burma (6 months) and Thailand (10 months). 

« British Guiana (12 months), China (Taiwan) (12 months), 
Cuba (11 months), Dominican Republic (8 months), Jamaica 
(11 months), Mauritius (9 months) and Philippines (12 months). 

1 Algeria (12 months), Ecuador (11 months), Israel (11 
months), Lebanon (9 months) and Panama (11 months). 

m Fifty-nine countries, accounting for about 87 per cent of 
the exports of the primary exporting countries included in 
table 74. Because of normal trade lags, there are differences 
between changes in exports to a given destination and in imports 
into the countries in question; in particular, the indices of ex- 
ports to western Europe and North America are not necessarily 
the same as the indices of imports into these regions from the 
primary exporting countries. 


Time coverage is distributed as follows: 
Value of sake 


Pee (millions of dollars) 
er 0, — 
sare HA eet 1956 1957 
6 6 1,691 1,917 
8 4 7134 730 
9 11 3,015 2,923 
10 11 1,770 1,768 
ll ia 1,864 Piel Fs} 
12 20 9,597 10,121 
6-12 59 18,671 19,581 


178 


between 1956 and 1957 than between 1955 and 1956, 
it was rather more general, all major regional destina- 
tions participating: 42 per cent of the net increment 
went to the industrial countries, 21 per cent to the 
centrally planned countries and 37 per cent to the 
primary exporting countries themselves. The largest 
relative increase was in exports to eastern Europe, 
chiefly from the cotton and sugar exporting groups. 
Among the principal advances in trade within the pri- 
mary exporting regions were substantial increases in 
exports to southern and south-eastern Asia, principally 
from the rubber, rice and wool groups—and to Latin 
America, principally from the coffee, wool and rubber 
groups (see table 76). 


Though it accounted for over two-fifths of the abso- 
Jute increment, the relative expansion in exports to the 
industrial countries-was-small, except to Japan which 
received substantially larger shipments, particularly 
from the wool, petroleum and sugar groups. The in- 
crease in exports to western Europe, though little more 
than 2 per cent, accounted for almost one-third of the 
aggregate expansion. This increment also came largely 
from the wool, petroleum and sugar exporting coun- 
tries. The petroleum group was responsible for the only 
significant increase in exports to North America; but 
even along with gains of the sugar group—and to a 
much smaller extent the cotton and fruit groups—this 
was insufficient to offset reductions in exports from other 
groups, notably the coffee exporters. 


The decline in exports from the metal and ore ex- 
porting group was concentrated largely in trade with 
western Europe and North America; there were in- 
creases in shipments to Japan and to a smaller extent 
southern and south-eastern Asia, reflecting in part a 
greater intake by India. In contrast to this, the decline 
in exports from the coffee exporting group was spread 
over all three industrial regions and southern and south- 
eastern Asia as well; against this there was a slight ex- 
pansion of exports to other primary producing regions, 
accounted for largely by a rise in trade within Latin 
America. Exports of the tea group—represented here by 
Ceylon only—declined to all destinations except Japan, 
eastern Europe and the Middle East, the principal re- 
duction being in the value of shipments to western 
Europe. The cocoa group registered advances in exports 
to Europe—both western and eastern—but reductions to 
most other destinations. 


Exports of the other groups all rose, though the dis- 
tribution of gains by destination was by no means 
uniform. The large increase from the wool group was 
widely spread; shipments to North America—and on a 
much smaller scale, the Middle East—were the only ones 
that were lower in 1957 than in 1956. The petroleum 
group registered considerable advances in exports to 
industrial destinations, but little change in shipments 
to Latin America and the Middle East—that is, largely 
within the petroleum producing regions themselves— 
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even though these were altered during the first part of 
the year by transport and refining adjustments necessi- 
tated by the Suez crisis. Shipments to southern and 
south-eastern Asia and Oceania from Aden and Saudi 
Arabia were smaller, owing in part to the growth of 
refining facilities in importing countries and the con- 
sequent change toward the lower-valued imports of 
crude petroleum. The index in table 76 is inflated some- 
what by the upsurge in exports from Venezuela which 
were one-fifth higher in the first half of 1957 than in 
the corresponding period in 1956. 


The expansion in exports from the sugar group was 
spread over all regions except Oceania, with by far the 
largest increase going to western Europe. The rise in 
the rubber group’s exports, by contrast, was confined 
largely to the primary exporting regions—notably 
southern and south-eastern Asia and Latin America— 
though there was also an increase in shipments to main- 
land China. Exports of the fruit group were higher to 
almost all destinations, but by far the largest absolute 
increase—more than three-fourths of the total—was in 
shipments to western Europe. The expansion in exports 
of the rice group, on the other hand, was concentrated 
largely within the southern and south-eastern Asian 
region—where several rice importing countries had 
poorer harvests in 1956/57—though there were also 
gains in shipments to other primary exporting countries, 
especially Middle Eastern destinations. Lower 1957/58 
crops in Burma and Thailand reduced exports very 
substantially in the last quarter of 1957, so that for the 
year as a whole there was very little advance over 
1956. Exports from the cotton group to the areas that 
had expanded their imports of United States cotton in 
1957—western Europe, Japan and southern and south- 
eastern Asia—were significantly smaller than in 1956, 
but this reduction was offset by a major expansion in 
shipments to eastern Europe and the Union of Soviet 
Socialist Republics and a small increase in exports to 
North America. 


On the import side, about 43 per cent of the over-all 
increase between 1956 and 1957 was drawn from North 
America. The chief expansion from this source was in 
the imports of the petroleum and cotton exporting 
groups, though there was a large increase in the imports 
of the wool, metal and ore and sugar groups, too, and 
smaller increases in almost all the other groups (see 
table 77). In every instance the increment in imports 
from North America was larger than the increment in 
exports to that region, the gap being largest in the case 
of the petroleum, metal and ore, cotton, wool and coffee 
groups. 


Western Europe accounted for about one-third of the 
aggregate increment; the advances were spread over all 
the primary exporting groups except the metal and ore 
and cotton groups, where there was a slight reduction, 
but were greatest in the case of the fruit and wool 


groups. The increase in imports from Japan was con- 
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Table 77. Primary Exporting Countries: Indices of Change between 1956 and 1957 in Imports 
Sources 


from Various 


(Corresponding period in 1956 = 100) 
ne 


Im i U 
class pe eer Totals Mates aa Japan 

Metals and ores®..... 110 124 99 101 
Petroleum®.......... 129 179 130 126 
‘aloe 104 99 107 97 
MottonSe te... 2. ue . 108 113 100 GIES 
NGO) ak i Se ee 108 113 108 68 
“COPD es ee 102 139 99 94, 
UCI an 105 105 107 92 
TCO en, a LT 148 104, 114 
CEU 2 Sh lps 129 122 1S 
See 118 113 a: 120 
PRIUS ced. os kw a 125 is 130 iey 

Torar= 111 118 109 103 


BREE) tee nei Cee 

countries America East Asia Oceania Africa 
59 103 115 71 115 10 
105 113 105 83 78 102 
105 57 176 102 108 78 
141 129 107 145 168 102 
43 112 106 P33} 134 102 
128 144 < 78 AS; 114 
79 104 TAI 123 93 131 
69 = 168 119 116 45 
138 186 5D) 93 137 250 
81 132 150 128 149 149 
139 105 94, 105 50 IPA 
96 2 113 108 126 108 


Source: See table 76. 
_ Asterisk denotes imports were zero either in 1956 or in 


® These indices differ in varying degree from those presented 
in table 74 because of differences in country and time coverage. 

> Belgian Congo (10 months), Chile (8 months), Korea, 
southern (10 months), Morocco (9 months), Rhodesia (12 
months), Sierra Leone (9 months) and Tunisia (6 months). 

e Aden (12 months), Iraq (6 months), Netherlands Antilles 
(9 months), Saudi Arabia (6 months), Trinidad and Tobago 
(11 months) and Venezuela (6 months). 

4 Cambodia (9 months), Indonesia (11 months), Malaya and 
Singapore (12 months) and Viet-Nam (12 months). 

a iey pe (12 months), French Equatorial Africa (11 months), 
Mexico (11 months), Mozambique (8 months), Nicaragua (12 
months), Pakistan (10 months), Paraguay (12 months), Peru 
(12 months), Sudan (12 months), Syria (9 months) and Turkey 
(12 months). 

f Argentina (12 months), Australia (12 months), New Zealand 
(9 months), South Africa (12 months) and Uruguay (6 months). 

© Ghana (10 months) and Nigeria (8 months). 

bh Angola (10 months), Brazil (9 months), Colombia (11 
months), Costa Rica (10 months), El Salvador (10 months), 
Ethiopia (6 months), Guatemala (6 months), Kenya (10 months), 


fined largely to the rice and sugar exporting groups; 
these were partly offset by contractions in a number of 
other groups, notably in the imports of the wool group. 


The reduction in imports from eastern Europe and 
the Soviet Union, in the face of a marked rise in the 
exports of the primary exporting countries to this 
destination, was largely the result of a decline in the 
imports of the wool group—especially Argentina—and 
to a less degree the coffee group from this source. The 
change in the trade with the cotton exporting group, 
on the other hand, was more nearly in balance, though 
exports to eastern Europe and the Soviet Union in- 
creased somewhat more than imports from the region 
and the group’s export balance with the region became 
slightly more active. The cotton and rubber groups were 
the ones to record significant increases in imports from 
mainland China. 

The increase in imports from southern and south- 
eastern Asia—accounting for about 7 per cent of the 
total increment and somewhat more than one-fourth 
of that coming from the primary exporting sources— 
is largely accounted for by the wool, cotton and, to a 


Madagascar (10 months), Tanganyika (10 months) and Uganda 
(10 months). 

1 Ceylon (12 months). 

} Burma (6 months) and Thailand (10 months). 

« British Guiana (12 months), China (Taiwan) (12 months), 
Dominican Republic (8 months), Jamaica (1] months), Mauritius 
(9 months), Philippines (12 months) and Cuba (11 months). 

' Algeria (12 months), Israel (11 months) and Lebanon 
(9 months). 

™ Fifty-nine countries, accounting for about 87 per cent of 
total imports of the primary exporting countries included in 
table 74. 

Time coverage is distributed as follows: 


Value of exports 
(millions of dollars) 


Number of Number of SS 
months countries 1956 1957 
6 7 1,054 1,511 
8 4 656 686 
9 10 2,972 3,343 
10 12 2,092 2,404 
ll 6 2,303 2,250 
12 20 11,297 12,466 
6-12 59 20,373 22,658 


smaller degree, the sugar, rubber and tea groups, reflect- 
ing chiefly the movement of petroleum, jute, tea, rubber 
and rice, particularly to Australia, Singapore, Pakistan 
and Ceylon and the Philippines. There was a slightly 
larger increase in imports from Latin America, due 
mainly to trade within the region: the movement of 
petroleum from Venezuela to the Netherlands Antilles 
and the imports of Argentina and Cuba, and to a less 
extent Brazil and Peru, of regional products. The rub- 
ber and wool exporting groups account for most of the 
increment in imports from the Middle East, notably 
petroleum. The principal element in the rise in imports 
from Oceania—as in the case of Latin America—was 
trade within the region, between Australia and New 
Zealand in particular. There was also a sizable element 
of intra-trade in the expansion in imports from Africa: 
the metal and ore group—chiefly Rhodesia and the 
Belgian Congo—accounted for much of the increment 
in imports and the fruit group (chiefly Algeria) for 
most of the remainder. 


The expansion of trade within and among the pri- 
mary exporting regions played an important role in a 
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year in which the growth of exports to the industrial 
regions tended to slow down. Of the increase in exports 
indicated in table 76, for example, the primary export- 
ing regions themselves accounted for only one-eighth 
less than the industrial regions. Of the increment in ex- 
ports to the primary exporting countries, southern and 
southeastern Asia took just over one-third, Latin Amer- 
ica between one-fourth and one-third, Africa one-sixth, 
Oceania one-seventh and the Middle East the remain- 
ing 5 per cent. 

The significance of this trade among the primary 
exporting countries may be illustrated by some ex- 
amples of its major forms—entrepot trade, trade in 
primary consumer commodities, in raw materials and 
fuels, and in manufactured goods—in 1956 and 1957. 

Singapore provides an example of two types of 
entrepot trade—the performance of a direct commercial 
function in the buying and selling of commodities and 
the importation of raw material for processing prior 
to re-export. In 1957, over one-third of the rubber ex- 
ports of Malaya and Singapore consisted of material 
previously imported—chiefly from Indonesia and Sara- 
wak. Similarly, imports of tin ores and concentrates— 
chiefly from Thailand, Burma, Viet-Nam and Laos— 
constituted one-fifth by weight of the exports of tin 
metal. More important in international trade is the move- 
ment of petroleum to and from such territories as Aden 
and the Netherlands Antilles: it is imported as crude 
and exported as refined petroleum products. Over 57 
per cent of Aden’s imports in 1957 came from the 
Middle East, mostly in the form of crude petroleum, 
while in the first three quarters of 1957 almost 80 per 
cent of the $740 million of imports into the Nether- 
lands Antilles came from Latin America and almost 
three-fourths from Venezuela. With the tendency for 
petroleum refineries to be located increasingly in con- 
sumer countries and metal refineries increasingly at the 
mine, this type of entrepét trade seems unlikely to 
expand as rapidly as other intra-regional trade among 
primary exporting countries, but at present it accounts 
for a sizable fraction. 


Trade in primary consumer commodities also takes 
two principal forms. First, there is a considerable trade 
in staple foods, with tropical countries importing wheat 
from temperate zone countries, notably Argentina and 
Australia, and high population density countries im- 
porting wheat—as in the case of | t—and rice, as in 
the case of several of the countries of southern and 
south-eastern Asia, from aregs of relatively low popu- 
lation pressure, notably Burma_and Thailand, more 
than half of whose combined exports in 1956 and 1957 
were to destinations within their own region. More 
than one-fifth of Australia’s wheat exports in 1957 
went to India and Pakistan and more than half of its 
wheat flour exports to Ceylon, Indonesia and Malaya 
and Singapore. Similarly wheat from Argentina and 
Uruguay goes in substantial quantities to Brazil which 
in 1957 accounted for almost one-third of the exports 


of Argentina and well over half of those of Uruguay. 
Though with the progress of agricultural development 
projects in the food deficit countries this trade may 
also decline, events in the past few years have shown 
that for many of these countries self-sufficiency still lies 
a good way off. With rising incomes the rural areas 
themselves are absorbing larger quantities of cereals. 
Moreover, adverse climatic conditions often raise total 
import requirements, as is illustrated by the expansion 
in rice trade between 1956 and 1957 over and above 
erain shipments received from the United States by 
India and Pakistan, for example. 

The second main flow of primary consumer com- 
modities is in one respect a reverse of the first: it is the 
flow of tropical products—particularly the beverage 
crops and to a smaller extent spices and selected fruits— 
to the temperate zone countries. With population 
growth and rising levels of income, this latter trade has 
expanded measurably in recent years, though—except 
in the case of tea—primary exporting countries still 
account for relatively small proportions of the con- 
sumption of these products. In 1957, for example, only 
about 7 per cent of all coffee exports but almost half 
the tea exports from Ceylon were directed to other 
primary exporting countries. 

Trade in raw materials and fuels has been expanding 
rather more rapidly. It is a function of the industriali- 
zation process in the primary exporting countries and 
it involves such products as cotton and rubber, the non- 
ferrous metals and petroleum. With the growth of the 
textile industry, automobile assembly and engineering 
activities in the primary exporting countries, raw mate- 
rial imports, though still small by world standards, 
have been increasing markedly. New petroleum refin- 
eries have been constructed in many of these countries 
in recent years—Australia, India and South Africa, for 
example—while imports of petroleum into such coun- 
tries as Argentina and Brazil account for a sizable pro- 
portion of total import expenditure. 


Inter-trade in manufactures has also been expanding, 
though it is still very much in an incipient stage. The 
principal flows are from Australia to New Zealand, 
from India aud Hong Kong to other countries in the 
southern and south-eastern Asian region, from South 
Africa to Rhodesia and other African countries and 
from Argentina, Brazil and Mexico to other Latin 
American countries. In 1957 the ratio of exports of 
manufactured goods (excluding non-ferrous metals) to 
total exports from these countries ranged from one per 
cent in Brazil and 4 to 5 per cent in Argentina and 
Australia to 10 per cent in South Africa and over 40 
per cent in India. 

While the over-all increase in trade within the pri- 
mary exporting regions between 1956 and 1957 thus 
helped to counteract the decline in the rate of expan- 
sion in exports to the industrial regions, it did little to 
reduce the demand for imports from the industrial 
regions and thereby to reduce the gap that developed 
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between total exports to and total imports from those 
regions. Of the net increment in imports into the pri- 
mary exporting countries between 1956 and 1957, over 
three-fourths came from the industrial countries; the 
proportions coming from other regions were all very 
small: 7 per cent from Latin America, 6 per cent from 
southern and south-eastern Asia, 5 per cent from the 
Middle East, 3 per cent from Oceania, 2 per cent from 
Africa and one per cent from eastern Europe and the 
Soviet Union. 

The ratio of exports of the primary exporting coun- 
tries to western Europe (measured f.o.b.) to imports 
from that region (measured c.i.f.) dropped from 102 
per cent in 1956 to 97 per cent in 1957. In their trade 
with North America, the primary exporting countries 
registered a substantial deficit even in 1956; this in- 
ereased considerably in 1957, the ratio of exports to 
imports declining from 83 per cent to 69 per cent. 
Only in the case of trade with Japan, among the indus- 
trial regions, did exports of the primary exporting 
countries exceed their imports in both years—by 18 per 
cent in 1956 and 26 per cent in 1957. The significance 
of the rise in the over-all deficit in the trade with the 
industrial countries—from 5 per cent in 1956 to 13 per 
cent in 1957—lies in the probability that the depend- 
ence of the primary exporting countries on imports 
from the industrial countries will continue to increase 
as development plans proceed. 


THE EXTERNAL BALANCE 


During the post-Korean cycle the balance of trade of 
the primary exporting countries has grown progres- 
sively more passive, for though the value of total ex- 
ports has risen steadily the value of total imports has 
risen more rapidly. This has been the situation not only 
for these countries in the aggregate but also for most 
of the export groups taken individually. The principal 
interruptions in this expansion occurred between 1953 
and 1954 when there were a number of reductions in 
foreign trade, due in part to the United States recession. 
The two groups not conforming to the pattern were 
those exporting coffee and cocoa: in neither have ex- 
ports again realized as much as they did in 1954—the 
year of boom in beverage crops. While imports into the 
cocoa group have continued to rise, however—financed 
in part by the reserves accumulated in earlier post-war 
years—imports into the coffee group have been under 
continued restraint because, despite a sizable inflow of 
capital, reserves have remained inadequate in the face 
of demand pressures swollen by domestic inflation. 
Though there were single years of active balance in 
the rubber and wool groups, two such years for the 
cocoa group and three in the case of the coffee group, 
the only group in which export earnings have been con- 
sistently above import costs is that exporting petroleum 
(see chart 14). 

Source: IMF, International Financial Statistics. 


For country composition of exporting groups see table 74. 
aIn millions of dollars, imports c.i.f., exports f.o.b. 


Chart 14. Primary Exporting Countries: 
Value of Imports and Exports® 
(Semi-logarithmic scales) 
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Among individual countries there was a widespread 
tendency for imports to reflect changes in export earn- 
ings in the previous year, the import trend following the 
export trend, usually with a lag whose length was a 
function of the country’s foreign exchange reserves, 
its distance from its principal trading partners and the 
extent to which the government maintained control over 
imports. Such controls were in continuous effect in 
countries experiencing chronic inflation, and in these 
cases the movement of imports tended to be more 
arbitrary. In countries with major development pro- 
grammes under way, imports have shown a persistent 
upward trend quite independent of changes in export 
proceeds. In some countries imports have been liberated 
—at least temporarily—from the limits implicit in their 
own export earnings by an inflow of foreign capital. 
Though much of this capital has been directed toward 
export industries—notably petroleum and certain metals 
and ores—some has gone into import-substituting in- 
dustries. This has tended to change the composition of 
imports into many of the primary exporting countries 
but, in general, not their magnitude: since 1953 they 
have risen in the aggregate by 31 per cent in value and 
about 25 per cent in volume. Exports in 1957, however, 
were only 15 per cent above the 1953 level in over-all 
value and not more than 1] per cent greater in volume. 


There was a marked widening of this gap between 
imports and exports from 1956 to 1957 for, as pointed 
out above, in addition to a small increase in the pro- 
portion of countries failing to maintain their export 
earnings in 1957, there was a relatively large decrease 
in the proportion whose imports were lower than in 
the preceding year and an increase among those record- 
ing a major increase in imports. This situation is ana- 
lysed further in tables 78 and 79. Of the seventy-five 
countries on which table 78 is based, 59 per cent con- 
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tinued to show a passive balance of trade and in over 
two-thirds of these there was a deterioration of the 
balance between 1956 and 1957. In addition, 11 per 
cent of all primary exporting countries moved from 
surplus into deficit on trading account and a further 
11 per cent returned a smaller surplus in 1957 than 
in 1956. 


The part played by higher imports in this change is 
brought out by table 79. In only one group of countries 
—those exporting chiefly metals and ores—did a decline 
in export earnings contribute more than the expansion 
in imports to the worsening of the balance of trade; 
this reflects principally the decline in copper prices* 
and was concentrated in Rhodesia, the Belgian Congo 
and Chile. The only other group in which export earn- 
ings were, in absolute terms, substantially smaller in 
1957 than in 1956 was the one exporting largely coffee 
and this was in part a result of the withholding of 
coffee from the world market by Brazil and Colombia 
in an effort to maintain price.® 


The rubber group was the only one in which the 
expansion in imports was more or less paralleled by the 
expansion in exports. For the rest, the balance of trade 
showed a marked deterioration, and was passive for all 
groups except that exporting petroleum, and in this 
group the rise in imports was great enough to reduce 
the active balance by more than 40 per cent. The pro- 
portion of countries whose ratio of trade balance to 


* On the London Metal Exchange the average price of standard 
electrolytic wirebars was 33 per cent lower in 1957 than in 1956, 
and there was a comparable decline on the New York market. 

* Qn the New York market there was a fairly steady decline 
in coffee prices during the year, and compared with the 1956 
average the 1957 average was 2 per cent lower in the case of 
Brazilian Santos No. 4 and 14 per cent lower in the case of 
Colombian Manizales (but 5 per cent higher in the case of 
Angolan Ambriz). 


Table 78. Primary Exporting Countries: Distribution of Change in Balance of Trade* 
ee 


Number of countries in which, in relation to 1956, the balance of trade* in 1957 


Country group 


exporting mainly> Was Moved from Was Was Moved from Was 
more Passive to less less active to more 
active active passive active passive passive 
Petroleum. .... 4 — 1 2 — if 
Rubberccs Nae ene 1 1 1 ] ] 
Cofleee ccs paces. 4 1 ] l ] 5 
Bite ta we] = — me 1 1 
IWiGOl reactor ook — i _- — 2 Z 
SSE Sos. OS ad ands 1 2 4 — a 4 
MOGGR CR tee. Skene —- = i _- — 2 
Metals and ores...... = -- 2 2 ] 4 
RGGLIGE Gree creek = _ 4 1 1 5 
Wee aight kio cure — — ~- -- ] 1 
BEI CRE Ce ees ic ] = — ] — ; 
Total countries ll 4 14 8 8 30 
Total trade in 1956* 4,730 6,758 4,769 6,508 9,853 21 33] 


eee 


_ Source: International Monetary Fund, Interna- 
‘ional Financial Statistics. 


* Exports f.o.b. minus imports c.i.f, 


® For country composition of thes 
} ese groups see 
table 74. a 


* Exports f.o.b. plus imports c.i.f. in millions of 
dollars. 
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Table 79. Primary Exporting Countries: Changes in the Balance of Trade 
a 


Change between 1956 and 1957 
tn millions of dollars 


Balance of trade 
as percentage 


Cannertonsn of total trade 
ex nording kis Exports» Imports prea 1956 1957 
Betroleum ase etc. 188 73 _ 
Rubhers srt ee ene a a ae = 
Cofleammee. Peale O. es. .: — 122 165 —287 1 —4, 
WGI. 2 aa ee 368 420 —52 —5 —6 
ee 269 320 —5l —9 =) 
Cocoa B cask a eee nee —10 24 —34, —7 —9 
ices greene —2 138 — 140 l —10 
Gorton om aie he —10 210 — 220 —10 —13 
Metals and ores........... —209 206 —415 —6 —14 
Tea. hc ee ee 103 349 — 246 —ll —16 
Ira STk SNe Sy ee ee 106 368 — 262 —35 —38 
Total and average 798 3,052 — 2,294, —3 —7 


Source: International Monetary Fund, International Financial Statistics. 
* For country composition of these groups see table 74. 


> Exports f.o.b., imports c.i.f. 
¢ Exports plus imports. 


total trade was negative and —11 per cent or more rose 
from 36 per cent in 1956 (accounting for 30 per cent 
of total trade) to 47 per cent in 1957 (accounting for 
43 per cent of total trade), while at the other end of 
the scale the proportion in which that ratio was positive 
and 1] per cent or more dropped from 15 per cent of 
both countries and trade to 9 per cent of the countries 
and 11 per cent of the trade (see table 80). There was 
some tendency for increases in trade surplus to be con- 
centrated on petroleum and coffee exporting countries, 
but increases in deficit were widely scattered, both 
geographically and in respect of the principal com- 
modity export. 

A major part of the deterioration in the balance of 
trade of the primary exporting countries—especially in 
the case of the tea, rubber and cotton exporting groups 
—was due to a more or less universal rise in average 
import prices between 1956 and 1957, corresponding 


in varying degrees to the rise in the index of prices of 
manufactures entering international trade and in the 
index of unit value of exports from the industrial 
countries. This increase was particularly great in the 
countries of southern and south-eastern Asia which 
were most affected by the closing of the Suez Canal, 
but it was also marked in some of the countries in which 
transport expenses are a significant element in the cost 
of imports and, because of liner or conference arrange- 
ments, did not decline in the course of the year from 
the higher levels fixed at the time of the Middle East 
crisis. In several countries—notably Egypt—import 
prices were affected by changes that occurred in the 
direction of trade, but in most instances this was ac- 
companied by a corresponding change in export prices 
offsetting in some degree its effect on the terms of trade. 
The average increase in the unit value of imports of 
all primary exporting countries was in the vicinity of 
4 per cent. 


Table 80. Primary Exporting Countries: Distribution According to Relative Magnitude 
‘ of Trade Balance 


nnn EEE 


1956 1957 
Ratio of balance of trade Total trade o ae ade 
hams eee pute panes Sp teg! 
_ COVER peas eee or 6 1,863 TE 3,682 
zr # ‘aes Poa Odo eae ee 8 2,301 ul 2,347 
== LP oT ees or ar ee eae 13 12,181 PANN 18,983 
=fG ive vet ibe A oe oe eae 10 7,138 i 2,828 
Ds od a a eae Sa ear nae 1, 9,501 10 10,709 
0 to Stn RAE Reta: rari 13 9,670 Tal 6,461 
ctu Urea nreeers tai 2 oie 2 3,160 5 6,596 
17) Ue ee en aes 6 2,464 4 4,733 
Dei OVERS ER ibe ee 5 5,671 3 1,419 
ToraL> 75 53,949 1s 57,758 


ns 


Source: International Monetary Fund, International Financial Statistics. 
« Exports f.o.b. minus imports c.i.f. divided by exports plus imports. 


b For list of countries see footnotes to table 74. 
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In the aggregate—though not, of course, for indi- 
vidual countries—none of the deterioration in the bal- 
ance of trade was due to the movement in export unit 
values; indeed, the index of export unit values of all 
non-industrial countries averaged about one per cent 
higher in 1957 than in 1956.° Nor was any decline in 
quantum of exports responsible for the rise in the trade 
deficit: on the contrary, the export quantum in 1957 
was between 2 and 3 per cent above the 1956 level, 
giving an increase—at 1956 prices—of about $500 
million. The principal factor was the increment in im- 
port quantum: this was of the order of $1.8 billion at 
1956 prices, though at current prices total imports rose 
by over $3 billion. 


® As indicated at the beginning of this chapter, the price index 
of primary commodities in international trade, while declining 
by 7 per cent between the first and last quarters of 1957, was 
actually 2 per cent higher on the average than in 1956. Being 
heavily weighted by petroleum and cereals (which because of 
special pricing and marketing arrangements, price support pro- 
grammes and other reasons are not subject to sudden and major 
price changes) and seriously under-weighted in respect of non- 
ferrous metals (whose prices are especially volatile in times of 
change in the level of investment), this index is not a very sensi- 
tive measure of the sort of price changes which have charac- 
terized the recent boom and current recession. On the other 
hand, it is probably somewhat less insensitive than an index of 
unit value of exports averaged over all primary exporting 
countries, influenced to a greater extent as the latter necessarily 
is by longer-term contractual arrangements. Such an index of 
unit value indicates an increase of about one per cent between 
1956 and 1957, while a similar index covering only thirty-four 
countries—but including the major copper exporters and under- 
weighting in varying degrees petroleum, fruit and cocoa ex- 
porters—registers no change between 1956 and 1957. 
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The incidence of price changes and movements in 
export quantum and in the capacity to import generated 
by exports varied considerably from one group of 
countries to another. This is chiefly because there were 
major divergences in the movement in average export 
prices (see table 81). At the one extreme are the 
countries exporting mainly sugar whose terms of trade 
improved markedly, especially among those that were 
able to sell on the free market in the first half of the 
year. At the other extreme are the countries exporting 
mainly non-ferrous metals—particularly copper—whose 
terms of trade showed the greatest deterioration. There 
was also some deterioration—though of smaller dimen- 
sions—in the terms of trade of most of the other groups, 
with the exception of the wool exporters, and the aver- 
age for all primary exporting countries was about 
3 per cent below the 1956 figure. 


The rise in the unit value of exports in the sugar 
group was sufficient to convert a decline in quantum— 
notably in Cuba and the Philippines—into a rise in total 
receipts. Conversely, the decline in unit value of exports 
in the metal and ore group was sufficient to convert a 
rise in quantum—notably in the copper exporting coun- 
tries—into a decline in total receipts. Like the sugar 
group, the coffee group also exported less in 1957 than 
in 1956; in this case, however, the reduction in quan- 
tum was accentuated by a decline in unit value, espe- 
cially in Colombia and El Salvador. 


The cocoa group—represented in table 81 only by 
Ghana—also experienced a reduction in unit value of 


Table 81. Primary Exporting Countries: Indices of Export and Import Value and Quantum and Terms of 
Trade, 1957 


(1956 = 100) 
ie Sk en ee a ea Te 


Exports Imports 
Country grou, ‘ota ni la i 3 
BeRoriay Maiels ties Quantum a Die. Quantum vey oy oar ae 
Metals andi ores®..,........... 86 106 81 HS 110 103 
83 79 
Teac. Boe eo at erate 106 106 100 LY 109 108 98 92 
Cocoals Aisne eer ede 97 103 94. 109 107 102 95 92 
Rubberes ae coset hace re 103 103 100 103 96 107 96 93 
Coffee BR Oe cere a tA Ninian aes 95 98 97 105 104 101 94 96 
Ricce Meta) ame ie ane 100 102 98 125 122 102 98 96 
Peirolenn ieee een oe 104 105 99 141 137 103 101 96 
Cottoni ME oe ect eee 101 99 102 105 100 105 96 97 
Fruit}. SA Oe TOR oie 115 112 - 103 94 9] 103 112 100 
Wool esses, 108 105 103 105 103 102 106 101 
ee rae ile yee ue re 115 116 114 102 Ni bal 113 
x -four countries™ : h 100 7 
Average, all primary exporting pee ‘e iy ax me 
GOUMMIMET; oniacuabunaand., 108% 102.5 101.0 110.9 106.9 103.7 99.8 97.4 


Source: United Nations Bureau of Economic Affairs; Statistical 

Office of the United Nations, Monthly Bulletin of Statistics. 
_* Because of differences in country coverage, these indices 

differ in varying degree from those presented in table 74. 

> Belgian Congo, Bolivia, Chile, Federation of Rhodesia and 
Nyasaland. 

¢ Ceylon, India. 

4 Ghana (9 months only). 

¢ Indonesia, Malaya and Singapore, Viet-Nam. 

‘ Brazil, Colombia, Costa Rica, El Salvador, Guatemala. 


® Burma, Thailand. 

4 Traq, Venezuela. 

; Egypt, Mexico, Nicaragua, Pakistan, Peru, Turkey. 

} Ecuador. 

* Australia, New Zealand, Union of South Africa, Uruguay. 

' China (Taiwan), Cuba, Dominican Republic, Philippines. 

™ In 1956 these countries accounted for 74 per cent of all 
exports and 73 per cent of all imports of the seventy-five 
primary exporting countries represented in table 74. 
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exports, at least over the first three quarters of the year; 
since cocoa prices rose fairly steadily after March and 
the average for 1957 was about 15 per cent above the 
1956 figure, the unit value index of exports for the 
year as a whole was probably appreciably higher than 
the nine-month average of 94 shown in table 81. The 
decline in unit value in the petroleum eroup—repre- 
sented in table 81 by Iraq and Venezuela—seems to have 
been the result of a change in the composition of 
exports: the average price of crude petroleum from 
Venezuela was about 10 per cent higher in 1957 than 
in 1956 but the Middle East crisis occasioned a major 
increase in the volume of crude petroleum exported in 
the first half of the year, thereby reducing the relative 
importance of exports of higher value refined products. 


The slight decline in the quantum of exports from 
the cotton group was the result of lower export volume 
from Mexico and Pakistan. In the case of Pakistan— 
though not of Mexico—this was offset by a rise in unit 
value, but the principal gain in unit value in this group 
was recorded by Egypt, despite the 13 to 15 per cent 
reduction in the average price of Ashmouni and Karnak 
cottons on the Liverpool market. This reflects the 
change in the direction of trade—in favour of eastern 
Europe and the Soviet Union—but, as indicated above, 
it was offset to some extent by an increase in import 
unit values, which helped to reduce the terms of trade 
index for the cotton group as a whole to 3 per cent 


below the 1956 level. 


In the aggregate it is probable that the primary ex- 
porting countries’ capacity to import was much the 
same in 1957 as in 1956: it was appreciably higher for 
the fruit, sugar and wool groups but appreciably lower 
for the cotton, rubber, coffee and metal and ore groups. 
Against this, the actual expansion in imports was both 
more general and of greater dimensions. This expan- 
sion in imports beyond the limits indicated by the 
movement in capacity to import was met in part by 
increased foreign borrowing and in part by the running 
down of exchange reserves. 


The part played by reserves 


The official gold and foreign exchange holdings of 
the primary exporting countries—which had increased 
by more than 2 per cent in 1956—declined by more than 
4 per cent during 1957. Venezuela received by far the 
largest accession to its reserves in both these years; 
this was due largely to special transactions regarding 
concessions in petroleum-bearing regions. If Venezuela 
is omitted from the total, reserves of the remaining 
primary exporting countries are seen to have declined 
in both years—by one per cent in 1956 and by 8 per 
cent in 1957. 


The proportion of countries registering a decline in 
reserves increased from 35 per cent in 1956—represent- 
ing less than two-fifths of total year-end holdings—to 
59 per cent in 1957—representing well over half of 
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aggregate holdings, while the proportion experiencing 
major losses of reserves—of more than 10 per cent— 
was almost three times greater in 1957 than in 1956 
(see table 82). One result of this was a doubling— 
from 9 per cent at the end of 1956 to 18 per cent at the 
end of 1957—of the proportion of countries whose offi- 
cial reserves would finance less than two months’ 
imports at average 1956-1957 rates. 


Table 82. Primary Exporting Countries: Distribu- 
tion According to Change in Official Gold and 
Foreign Exchange Holdings* 


1956 1957 
End-of-year Badopnear 
Number _ holdings Number _ holdings 
Percentage change (millions of 0) (millions of 


7) 
during the year countries dollars) countries dollars) 


—3] and over....... 3 23 7 1,220 
From —llto —30... 5 2,631 15 3,399 
From —lto—10... 8 2,824 5) 2,996 
From iw Meo, tal Bao 7 2,298 
liga  Ihiw@ G0... ul 3,469 6 509 
Sleandsoversy.ie ee 3 1,390 5 3,195 

Totate 46¢ 13,785 46¢ 13,189 


Source: International Monetary Fund, International Financial 
Statistics; Belgian Congo: Banque centrale, Bulletin de la banque 
centrale du Con o belge et du Ruanda-Urundi (Leopoldville) ; 
Rhodesia and Nyasaland Central African Statistical Office, 
Monthly Digest of Statistics (Salisbury); United Kingdom: 
Colonial Office, Colonial Digest of Statistics (London). 

® Including changes in the net foreign assets of commercial 
banks in Rhodesia and in the sterling balances of United King- 
dom dependencies. 

> Year ending 31 December in all instances except (in 1957) 
Mexico, Syria and Uruguay, for which it is the eleven months 
ending 30 November, and Bolivia and the United Kingdom 
dependencies, for which it is the year ending 30 June. In total— 
though not necessarily in respect of any individual ae 
component—there was very little change in the sterling holdings 
of these dependencies during the second half of 1957. 

° In the absence of recent detailed statistics regarding sterling 
balances, the United Kingdom dependencies have been incor- 

orated on a regional basis er) of as individual territories. 

ependencies in the West Indies have been incorporated as a 
unit in the sugar exporting group, those in West Africa as a unit 
in the cocoa exporting group, those in East Africa as a unit in 
the coffee exporting group and Malaya-Singapore-North Borneo 
as a unit in the rubber exporting group. 

4T wo countries registered no change. 

¢ One country registered no change. 


The most marked change in the movement of reserves 
took place in the groups exporting metals and ores 
(reflecting the decline in copper earnings in the Belgian 
Congo, Chile and Rhodesia), coffee (as a result of the 
deteriorating trade balance in Brazil), sugar (largely 
because of a reversal in the Philippines), cotton (where 
the reversal affected several countries, including 
Mexico, Pakistan and Peru) and rice (owing to a rapid 
rise in imports into Burma). There was a further and 
larger reduction in reserves in the tea exporters, an 
expansion in imports being largely responsible in both 
Ceylon and India. The increase in reserves that took 
place in the wool exporting group was entirely due to 
developments in Australia where imports were reduced 
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slightly in the face of a major rise in export proceeds. 
The decline in the rate of expansion in reserves of the 
petroleum exporting group reflects the difficulties of 
some of the Middle East countries—especially Iraq— 
which served to offset the gain in Venezuela where, as 
indicated above, there was a further large inflow of 
foreign capital (see table 83). 


Table 83. Primary Exporting Countries: Changes 
in Official Gold and Foreign Exchange Holdings 


Percentage change Official reserves as 


Country group in official percentage of average 
exporting mainly reserves during 1956-1957 imports 
1956 1957 End1956 End 1957 

Cocoastr ie ae are: —5 —3 196 199 
Petroleum>....... 49 28 68 87 
INICE Seer eetrabeae lah —2 68 67 
Rib bend seen —2 —] 58 yh 
Cottoneaaee eee 3 —1]2 58 yl 
Cottee Sarre vs 8 —8 55 51 
SUISSE Rats aie. 5) =O 51 49 
eal ears: —2) —33 ( 47 
AWiG OL LN aire cre cree —1 4, Be 39 
INADMDS 50 cab ooo swe z — 26 26 
Metals and ores‘... 18 —30 Bil 25 
TOTAL 3 —4, 56 53 


Source: See table 82 for source and definitions. 

® Ghana, Nigeria and Sierra Leone. 

> Tran, Iraq and Venezuela. 

¢ Burma and Thailand. 

4 Indonesia, pee esecre ene Borneo, and Viet-Nam. 

© Egypt, Mexico, Nicaragua, Pakistan, Peru, Syria and Turkey. 

! Brazil, Colombia, Costa Rica, El Salvador, Mihiopia: Guate- 
mala, Kenya, Tanganyika and Uganda. 

* Barbados, British Guiana, China (Taiwan), Cuba, Dominican 
Republic, Jamaica, Philippines and Trinidad. 

4 Ceylon and India. 

i Argentina, Australia, New Zealand, South Africa and 


ee 


cuador, Honduras, Israel, Lebanon and Panama. 
k Belgian Congo, Bolivia, Chile, southern Korea and Rhodesia. 


The part played by capital movements 


The over-all strain on the reserves of the primary 
exporting countries, imposed by the deteriorating trade 
balances, was mitigated to a considerable extent by an 
inflow of capital. This inflow appears to have been ap- 
preciably larger in 1957 than in 1956 not only in the 
aggregate but also from each of the principal sources. 


The net outflow of capital from the United States 
to the primary exporting countries was about one-sixth 
greater in 1957 than in 1956, the movement of long- 
term capital being almost 30 per cent greater. In addi- 
tion, there was a 6 per cent increase in unilateral trans- 
fers (exclusive of military items). The major compo- 
nent of long-term capital was direct private investment 
and the net increase in this was more than 40 per cent. 
Net short-term movements were somewhat smaller than 
in 1956 and repayments of long-term capital somewhat 
larger, but the aggregate net outflow of funds, at almost 
$3.7 billion, was about 10 per cent greater (see 
table 84). 


Latin America was again the chief recipient of United 
States capital: in 1957 it accounted for about two-thirds 
of the over-all net movement to primary exporting 
countries compared with about one-half in 1956. The 
outflow of long-term capital to Latin America was run- 
ning at almost double the 1956 rate.’ This expansion 
stands in marked contrast to the rate of new investment 
in other regions: there was a small absolute increase 
in the movement of long-term capital to western Euro- 
pean dependencies, a sizable net repayment of capital 


* Since the extraordinary concession payments to Venezuela— 
though well over $300 million in 1957—were on more or less the 
same scale as in 1956, the increase in the net capital outflow to 
other Latin American countries was relatively much greater 
than this. 


Table 84. Capital Movements between the United States and the Primary Exporting Regions, 1956 and 1957* 
(Millions of dollars) 
Se 


Independent Western All other 
Type of movement Total Latin America pote aoa Path a te ee 
1956 1957 1956 1957 1956 1957 1956 1957 1956 1957 
Private capital, total.... 1,268 1,586 826 1,299 59 36 7 7 
Direct investments, net 839 1,179 Ob2 =) 1008 oo ; - Fa ee we 
New issues.......... 78 65 - i 2 13 — = 5352 
Redemptions......... —2: cp te — 3 = =a =i — = ay iy 
Other long-term, net. . oo 128 63 123 1 —17 —7 —13 6 35 
Short-term, net...... 320 eile 159 fais ] 1] 8 3 153 a 
Government capital, total 543 929 97 145 158 198 a4 et 290 - 
Long-term........... 408 608 118 301 73. 58 c c ay” Pade 
Repayments. ........ —178 —432 —126 —155 —21 —-l171 —] —] “30 508 
Short-term, net...... 313 Boe) 105 —] 106 Sud —] ° 103 hae 
Total, net movement... , ieeial ZRWANS) 923 1,444 BA 199 34 48 637 sh 
Long-term capital... .. 1,178 1,526 659 1,268 110° —112 zat 45 82 ao 
Unilateral transfers4..., 1,464. Woe 121 157 199 176 97 33 il a a ice 


Source: United States Department of Commerce, Surt 


Current Business (Washington, D.C.), March 1958. 


* Figures for 1957 are preliminary. 


rey of 


» Including Japan. 
© Less than $500,000. 


4 Excluding military transfers. 


CHAPTER 5. RECENT TRENDS IN PRIMARY EXPORTING COUNTRIES 


by independent sterling countries and a 14 per cent 
decline in long-term investment in other primary ex- 
porting countries. Among the latter, however, were 
several countries which were again recipients of aid on 
a large scale: almost $1.2 billion (6 per cent more than 
in 1956) went to countries in southern and south-eastern 


Asia and the Middle East. 


The net outflow of long-term capital from the United 
Kingdom was also significantly higher in 1957 than in 
1956. The net total in 1957 appears to have been of the 
order of £260 million compared with £160 million in 
1956.° Part of this increase is accounted for by the 
switching from sterling assets to dollar securities by 
non-residents through the so-called “Kuwait gap”, 
which reached its peak in mid-1957 before being halted 
by official action. The bulk of the flow, however—and 
most of the increase—appears to have gone to the pri- 
mary exporting countries of the sterling area, espe- 
cially in the form of direct private investment—new 
stock flotations on the London market having been 
reduced by local monetary restraint and high rates of 
interest—or the running down of sterling holdings by 
one or two countries, notably India. The high rates of 
interest seem to have been instrumental in attracting to 
the United Kingdom a reverse flow of short-term funds 
from various sources, including primary exporting 
countries. This had the effect of putting upward pres- 
sure on interest rates in a number of sterling countries. 
In South Africa this tendency was resisted in 1956 and 
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again in 1957—when the gap between United Kingdom 
and local interest rates again widened—by an embargo 
on short-term capital transfers by residents. 


Other western European countries also appear to 
have invested more abroad in 1957 than in 1956.° The 
outflow of long-term capital from the Federal Republic 
of Germany, for example, is estimated to have reached 
the equivalent of $185 million, almost one-half of which 
seems to have gone to primary exporting countries. 
There was a similar, if smaller, rise in Belgium where 
in the first half of the year the movement of private 
long-term capital was running at the equivalent of 
$118 million, 15 per cent above the corresponding 1956 
rate. Part of this outflow was to the Congo where it 
helped to offset the depletion of official reserves. 


There was also an appreciable volume of lending by 
Czechoslovakia and the Soviet Union though this was 
concentrated on a small number of countries: India 
and Indonesia in 1956 and Egypt, India and Syria in 
1957. Along with a small credit to Burma made early 
in 1958, the 1957 loans appear to have amounted—at 
the official rate of exchange—to somewhat less than $60 


* The 1956 figure is net of the £60 million received from the 
sale of the Trinidad Oil Company, but even if allowance is made 
for this exceptional transaction the increase in capital outflow 
between 1956 and 1957 is still quite marked. 


* For more detailed estimates of the flow of funds to the pri- 
mary exporting countries, see United Nations, The International 
Flow of Private Capital, 1957. 


Table 85. Primary Exporting Countries: Transactions* with the International Bank for Reconstruction and 
Development and the United States Export-Import Bank 


(Millions of dollars) 


1956 1957 
sabes (net Stee 
Institution and Loans (net ; undisbursed arid ine te : ap a ne eal 
= paste Pi Seat esis ah eee peaches a pea iad ps ree een Neaah eeceae 1957 af 
IBRD» 
mamas... 13 95.2 15.6 79.6 210.2 21.4 81.9 21.4 60.5 149.7 
seal “Th ae ea 9.2 0.7 8.5 36.9 74.8 61.1 1.4 50.7 50.6 
Southern and 
south-eastern 
2 plane 117.8 55.3 8.1 7.2 196.4 256.9 121.7 ey ae) eka 
ae atonal 80.0 241 11.9 12.2 98.0 84.4 32.0 ee 16.7 150.4 
Veecuaies 4. 59.2 35.9 31 32.8 59.2 = OEE 8.8 14.7 oo 7 
ToraL 328.3 219.7 39.4 180.3 600.7 437.5 320.2 55.2 265.0 718.0 
e t k 
oo 360.8 69.4 113.0 —43.6 673.8 2946 234.5 1246 109.9 663.9 
Middle East...... —0.4 14.8 6.7 8.1 45.4 0.9 6.5 165 10.0 39.7 
Southern and 
oe Peni Wats OAs 8 a6 72 97.9 7.0 4.9 670 188 098 
a ee ca.8 21.8 10.2 11.6 51.2 as Lo 14.0 13 0.9 353 
he an 13.1 1.5 11.6 3. =o. = Zh : 
pee roa ie 1329 1380 —5.1 871.8 29272 259.9 163.0 96.9 838.8 


‘ource: International Bank for Reconstruction and Develop- 
i Eleventh Annual Report, 1955-1956, a el Annual Re- 
port, 1956-1957 and su tlaaiariis. and press releases; Interna- 
tional Monetary Fund, nternational Financial Statistics; United 
States Export-Import Bank, Semi-Annual Report to Congress. 


® Including participation by other lending institutions, except 
in the case of Export-Import Bank loans carried by commercial 
banks at their own risk. ; 

b Including loans which have required further action by bor- 
rower or guarantor (or both) before becoming effective. 
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Table 86. Primary Exporting Countries: Transactions with the International Mone- 
tary Fund 
(Millions of dollars) 
a ee eee 


1956 1957 
iY rn Repay- Net 
Country es oo de Serene he Res peer borne 
(eatinieAmnenican reine raert a ererte 21.4 28.2 —6.8 204.6 47.2 un 
Ateentinagest ies protect = = —- 75.0 =z ‘i 
Bolivia bare enna Pech terete 3.0 -— 3.0 1.0 — : 
(Brazile. cote cm eeueiGeses rs acre = 28.0  —28.0 Mea) = alee 
Chile bere Peete ect eter hae = 0.2 —0.2 aie 1253 18.8 
Colombia® sammy mene acc ae -- — i 5.0 a Ge 
Guba eas protean cacheenacine NES — 125) 35.0 fup. zn 
HCUSUGE tuts GaP Aas, sware «.< pnee ~~ — aS 9.0 Pas ao 
Ble Salvad Ory enamine 2.5 — 235 a — ie 
dt Ny ahs he Prat or atin rponanenence ts cid — = = re Sas 
INCHES | mo do wocom aco ot.om — _ — : . e 
INigarastial 2) aes alee rycen 19 — 1.9 3.8 LS : 
Paractay sete ieas tease nas 1.5 = 1.5 4.0 0.5 3.5 
Middles Hast Senmereccrseere ciara 34.7 11.9 digs: O20, 7.0 Aa pea 
FE VD Web cate (ocs¥a ialcyansiierennpectiningels ol 15.0 — 15.0 15.0 — 15.0 
gel ice eee Sy EL Dore rom Lone 11.9 7.8 — == = 
Israel arent the ere ooh vaca — — = 3.8 ar 3.8 
Parkeyietatee 5 > ee ean ieee oh == Be aaa 13.5 7.0 F 6.5 
Southern and south-eastern Asia.. 75.0 FATES: 47.5 200.0 — 200.0 
Buriia teers acer oe aie ans 15.0 — 15.0 — — -- 
India pater eo ts = 15) ee 200.0 — 200.0 
Indonesiaxcateciu an peas 59.0 15.0 40.0 _- — — 
jid.at Ria} kilt ee ee prcin  canre eh 5.0 — 5.0 =: = — 
Total, primary exportin, 
Beers: a : us a a auld! 67.6 63.5 436.9 04.2 382.7 
Source: International Monetary Fund, International Financial Statistics. 
8 Minus sign indicates net repayment. 
> Amounts available from stand-by credit arrangements: 
34 December 31 December 31 December 
1956 1957 
Bolivtacs ae pertee orton arraas etch heer res od 4.5 2.0 
OlUnehyse ae s.amecices Gnade aoe Gece homo co eae — 35.0 16.2 
Golombiaigyecge.corcalcc ncaa soe cars roneieiia ts. are teeveress = — 25.0 
(Cibat tere sauce tone coke t ic mare cere ett — is -— 
INU Caras Way nae Pe win cctaeast reo fouvecinc. to se eeuera es — 1.9 3.8 
Pana Bay ee age ozsests aittann Gheayta iopep cts eis eae alea = — 2.0 
Pera Sepa. caer ores oie STAC Rs 0s ano I 12.5 125 12.5 


million from Czechoslovakia and somewhat more than 
$300 million from the Soviet Union. 


For some of the primary exporting countries there 
were also significant changes in the state of commercial 
indebtedness. In the case of Argentina and Colombia, 
for example, there was probably a net liquidation of 
arrears on trading accounts in the course of the year. 
In Brazil, on the other hand, commercial debts seem to 
have increased in total. This was true in India also 
where there was a concerted effort to obtain long-term 
credits from suppliers of capital equipment—particu- 
larly in the Federal Republic of Germany and the 
United Kingdom—as a means of slowing down the rate 
at which the second five-year plan was exhausting for- 
eign exchange reserves. In Turkey there was actually a 
gain in official reserves, but this was achieved at the 
cost of increasing external liabilities, including a deficit 
of almost $61 million with the European Payments 
Union. 


Two of the principal institutions through which the 
primary exporting countries are able to borrow dollars 
and to a less extent other currencies to finance specific 
investments—the International Bank for Reconstruction 
and Development (IBRD) and the United States 
Export-Import Bank—both recorded a sizable increase 
in their transactions with these countries in 1957. 
In the case of the. IBRD, loans negotiated (minus can- 
cellations) were one-third higher than in 1956, actual 
disbursements (minus repayments) almost one-half 
higher, and amounts awaiting disbursement at the end 
of the year about one-fifth higher. The main expansion 
in new loans as well as in net disbursements was to 
Asian and Middle Eastern countries, notably India, 
Iran and Thailand (see table 85) 


Operations of the United States Export-Import Bank 
in 1957 differed in several respects from those in 1956. 
In 1957 new loans (minus cancellations) were con- 
fined almost exclusively to Latin America whereas in 
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1956 there had also been a sizable loan to the Philip- 
pines. As a result, in 1957 net outgoings were positive 
for Latin America but negative for most other regions 
—the reverse of the 1956 situation. While a smaller 
aggregate sum was negotiated in 1957, actual disburse- 
ments (minus repayments), which had been negative in 


1956, approached the $100 million mark in 1957. 


Symptomatic of the strain developing in the balance 
of payments of many of the primary exporting coun- 
tries was a notable expansion in the activities of the 
International Monetary Fund. The funds made avail- 
able to these countries in 1957 amounted to more than 
three times the 1956 figure—excluding stand-by facili- 
ties in each case. Since repayments of earlier advances 
were smaller in 1957, the net amount made available 
by the Fund—all in United States dollars—was more 
than six times the 1956 figure (see table 86). 


The two most noteworthy features of Fund transac- 


tions with the primary exporting countries were the 
$200 million made available to India and the large 
increase in the borrowings of Latin America. Notwith- 
standing the former, official reserves in India declined 
by more than one-third during the year. Latin America 
had been a net repayer in 1956 whereas in 1957 it 
accounted for over 40 per cent of the Fund’s net 
advances, no fewer than ten countries in the region 
making use of its facilities. Of these, however, only 
three—Bolivia, Chile and Paraguay—had, by the end of 
the year, drawn more than their first credit tranche, 
thus raising the Fund’s holdings of their currencies 
above 125 per cent of their quotas. At this time the 
Fund’s holdings of currencies of primary exporting 
countries outside Latin America were also in excess of 
125 per cent in the case of Burma (175 per cent), 
India (143 per cent), Iran (147 per cent) and the 
Philippines (175 per cent). 


Production and Use of Resources 


Except possibly in the agricultural sector, gains in 
production in the primary exporting countries appear 
to have been stightty-greater and somewhat more Wide- 
spread between 1956 and 1957 than between 1955 and 
1956. Among the metals, copper output was 2 per cent 
higher, lead 5 per cent, zinc 8 per cent and iron ore 
16 per cent. Tin was the only major item to decline; 
as the result of lower mine production in Indonesia 
and Malaya, total output was 2 per cent below the 
1956 level. Both coal output and petroleum output 
were greater in 1957, the former by 6 per cent and the 
latter by 7 per cent, and there was a 9 per cent over-all 
expansion in the amount of electricity generated. 
Cement_production—now widespread among the pri- 
mary exporting countries—was up 9 per cent in the 
ageregate, while steel production, much more conten- 
trated, was up 12 per cent. To judge by apparent con- 
sumption of cotton, there was a 6 per cent expansion 
in the output of textiles. All these increases were greater 
than the corresponding changes in the industrial 
countries. 


On the agricultural side, production gains were gen- 
erally more modest. The 1957 wheat crop in the pri- 
mary exporting countries was barely up to the 1956 
level, increases in most countries in the Middle East 
(with the exception of Egypt and Jordan) and southern 
and south-eastern Asia being counter-balanced by re- 
ductions in crops in Australia, Algeria, Morocco and 
South Africa, and Argentina and Brazil. Rice output in 
1957 was 3 per cent below the 1956 level, the principal 
declines occurring in the Asian region, notably India, 
Thailand, Cambodia, Indonesia and Malaya. Total 
maize production was reduced by poorer harvests in 
most of the Central American and Middle Eastern 
countries, as well as in Morocco and South Africa. 


Only sugar among the major food crops registered a siz- 
able and widespread advance over 1956 (see table 87). 


The cotton crop gathered in the primary exporting 
countries in the year ending in July 1957 was about 
one per cent below that of the preceding year; the 
1957/58 crop appears to have more than recovered 
that loss (see table 88). The decline between 1955/56 
and 1956/57 was concentrated largely in Latin America 
—Brazil, Mexico and to a less extent Argentina—but 
there were also crop reductions in Egypt and the 
Belgian Congo, Pakistan and southern Korea and a few 
smaller producers. Except in the case of Brazil and 
southern Korea, these declines were more than made 
good in 1957/58; in this season the largest contractions 
were recorded in the Sudan, Turkey and Uganda. 


The 1956/57 wool clip in the primary exporting 
countries was about 6 per cent above the 1955/56 
figure; expansion was general except for Uruguay and 
some of the smaller producers in Latin America and 
Africa. The 1957/58 season appears to have brought a 
reversal, largely because of drought conditions in 
Australia, which resulted in a 7 per cent reduction in 
the local clip. There was only an insignificant expansion 
in the over-all output of natural rubber between 1956 
and 1957, a small gain in Malaya being largely offset 
by a reduction in Cambodia, Viet-Nam and one or two 
smaller producers. This stands in contrast to a rise of 
4 per cent in the output of the synthetic product. 


The distribution of changes in a number of key 
indices of mining and industrial production is set out 
in table 89. In general, the large increases were con- 
fined to small producers but there were notable gains 
in Indonesia, Iran and Trinidad in the case of petro- 
leum output, in Peru (iron ore, copper, lead and zinc), 
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Table 87. Indices of Production of Selected Food 
Crops, 1957* 
(1956 = 100) 
Sugar 
Region Rice P (cen- 
Wheat (paddy) Maize trifugal) 
World Wibesrete te cence 98 99 102 108 
Primary exporting countries 100 ae LOG 
Central America........ 105 99 89 =-103 
South America. ..+.+..- 83 102 121 #44109 
WALT ICE Arlee tire. Raines a 87 108 91 107 
NiddlesHasteeeeeeeeeiine LO S07, 89 ~=108 
Southernand south-eastern 
ASI a eee eee need A ee 107 OF saa [or 
Oceanian neerust acta Nm OL OOM LOG 


Source: Food and Agriculture Organization of the United 
Nations, Monthly Bulletin of Agricultural Economics and Statistics; 
United States Department ae Agriculture, Foreign Crops and 
Markets: World Summaries—Crops and Livestocks; United King- 
dom, Commonwealth Economic Committee, Grain Bulletin. 

* Data pertain to the crops actually harvested, in full or sub- 
stantially, in 1957. Since in several cases only first or second 
forecasts are available, the indices are subject to revision. 


in the Belgian Congo (zinc), in Venezuela (iron ore 
and cement), in Australia and Mexico (steel), in 
Ghana, the Philippines and Turkey (electricity) and in 
Pakistan and Rhodesia (cement). At the other end of 
the scale, there were some important producers among 
those showing significant reductions in output. Brazil, 
Ceylon, Chile, Iran and the Philippines all produced 
less cement in 1957, for example; Chile, Cuba and 
Israel generated less electricity than in 1956, while 
India and Turkey produced less steel than in 1956. 
Copper output was lower in the Belgian Congo, Chile, 
Turkey and South Africa, zinc in Mexico, lead in 
Rhodesia and petroleum in a number of countries, 
including Brunei, Iraq and Mexico. 


When these data regarding the output of food, raw 
materials and manufactures are combined with other 
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Indices of Production of Selected Raw 
Materials 
(Preceding year = 100) 
=. 6 ee 


Table 88. 


Cotton Wool Rubber 
i 7 
Region aoe oe oe sae 195. 
WorldMate 97 ©6995 104 99 102» 
Primary exporting coun- 

{Ties ee eee 103 106 §=98 101 
Central America... 84 115 } 
South America... 86 102 99 105 100 
AtriGd sseen ereree lie Sy 101 99 1O7 
Middle East...... 104 107 c 
Southern and 102 101 

south-eastern 
ASTaq oes: LOS 10n 100 
Oceania see HBRe Es) TOV Ss e 


Source: Statistical Office of the United Nations, Monthly 
Bulletin of Statistics; International Cotton Advisory Committee, 
Cotton—W orld Statistics, April 1958; United Kingdom, Common- 
wealth Economic Committee, Wool Intelligence, April 1958. 

® Preliminary. : 

b Excluding the centrally planned countries; including syn- 
thetic rubber. 

¢ Negligible production. 


indicators, it is seen that, like 1956, the year 1957 
brought widespread increases in gross domestic 
product. Expansion was not limited to specific geo- 
graphic regions or to countries exporting particular 
commodities. Countries in which there appears to have 
been an appreciable rise in real per capita output 
include petroleum exporters (Venezuela and Iran), 
sugar exporters (Cuba and to a less extent the Philip- 
pines), cotton exporters (Syria and to a less extent 
Turkey), fruit exporters (Israel, Ecuador and to a less 
extent Lebanon) as well as Rhodesia (a metal exporter) 
and to a less extent Australia (a wool exporter). 
Notwithstanding this dispersion of countries with over- 
average rates of growth, however, there was some con- 
centration—though partly a fortuitous one—of coun- 
tries in which domestic product was lower in 1957 than 
in 1956 in south-eastern Asia (Ceylon, Indonesia and 


Table 89. Primary Exporting Countries: Distribution of Change in Construction and in the Production of 
Selected Commodities 


Ratio of 1957 production to Construc- 

1956 production percentage tion» Electricity Steel Copper Lead Tin Zine Petroleum Cement teatitons 
BesaatankOOrresmerr sat aes 9 0 0 — = 5 = 9 
DOG ete rat c 2 2 l 3 1 6 1 ; : 1 
OO FON OL Me Noek Uackol tes et 0 2 2 1 —_ 3 = 1 ) 1 
1O2 FOMLOL Me eee ests one 3 9 0 2 2 1 l 4 5 2 
TOSS tod Opp eee ee cos. 4 15 3 1 2 2 1 3 5 14, 
UUUMOsT ID epi tees- i a | 1 1 ee Big 9 5 
ALG top 2 Ogata ar ea 2 2 0 = oe l ssi 9 é : 
More than Ii20). wenvsiaitas 3 6 1 1 1 3 D) 6 8 : 

Number of countries. ... . 24 36 8 9 e 9] e %6 39 n 


Source: United Nations, Monthly Bulletin of Statistics; Inter- 
national Cotton Advisory Committee, Cotton—World Statistics. 
® Based in some instances on less than a full year’s output. 

> Measured variously—and very roughly—by area, ruuhbie or 


value of buildings completed or of permits issued. 


° Based on the apparent consumption of raw cotton in the 
year ending 31 July. 
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Thailand) and South America (Argentina and 
Colombia). These were also the regions in which there 
were countries that showed no gain in per capita output: 
Chile on the one hand and Malaya and Singapore and 
Pakistan on the other (see table 90). 1 


Table 90. Primary Exporting Countries: Indicated Change between 1956 and 1957 in Gross 


In the Latin American countries-the failure of. per 
capita output to grow was partly the result of anti- 
inflationary domestic policies—by restricting credit and 
precipitating occasional strikes, for example—though in 
Chile and to a less extent Colombia a depressing effect 


Domestic 


Product and Expenditure 
ee ee 


me Co Gross capital formation F 
antry p heseat Total PR Tr mares Rae ross” External account 
product consumption oak lat oe 4 ste tate Exports Imports 
Wahbar eer eral Soe hes D 
WMenezuela....i<ssndsae cs c : a i e : r 
Re chs ra sca B B A + B D i 
Belgian Congo............ B B A - B A R 
uador hth Eee VER a ae c ve B ( D c 
AOS ig: Es rs oe A A —B ae B D ‘ 
FAPIGHEA MAUD tc Ao ere iti B B B 0 - B D . 
New Zealand>............ B B —B —_ A B a 
New Zealand........... B A B + B A a 
MIpPANes. .<.. «22. ...-- c B D + C B ; 
TCE) ERY) ie —B B G — A E C 
Oe G B B + G B —C 
PMI. 58s 455s exis —B A A on A A D 
Died shisten << cea. « B B —F Sue A G —C 
Byori Africa... ...5 sss B B A + B C D 
Malaya and Singapore...... A —B C + A A B 
PMETEG RICO*: ich cas. we oes B —B E A D G 
Rhodesia................ E C A = B c C 
Li eee B B F + B C E 
Chima (Taiwan)........... B B C the B F B 
SN a a B F (G; —D B 
Fearne hee Bios he 2D & G F C A F 
Ee oe Fe os eS Wee 5 G Cc B as G E B 
ar Se a re G G B + C A F 
JL STS ee B B B me B —B A 
Meee me eS. B B G -- B —B C 
RISE sk OR rece wok A B F ae B —E A 
NEM ee niie, Siren a ole alee, B B A + B C =a 
DRS ee B B E ae C —B F 
Motembia.. - oc. sos se es —B A —F wae —B —C —F 
(OLE ee eeepc a A A —C + A C F 
ee —— —B C ss A B C 
So: —B —B B te —B B A 


Source: United Nations Bureau of Economic Affairs. Australia: 
National Income and Expenditure 1956-1957 (Canberra, 1957); 
Burma: Ministry of Finance and Revenue, Economic Survey of 
Burma, 1957 (Rangoon, 1957); Iran: an unpublished document 
of the United States Oversea Mission Program Office in Iran; 
Puerto Rico: Department of Treasury, Report on Finances and 
Economy, 1957 (San Juan, 1957); Ecuador and New Zealand: 
replies to the United Nations questionnaire of November 1957 
on economic trends, problems and _ policies; other countries: 
based on indicators derived from official statistics of trade, pro- 
duction and public finance. 

The symbols indicate a percentage range of increase or de- 
crease (—): A= —1 to 1; B=2 to 5; C=6 to 10; D=Otolas 
E=16 to 20; F=21 and over. The countries are arrayed in 
ascending order of increase in cost of living index, averaging 
the change between 1956 and 1957 and the change during 
1957. 

Where official estimates have been used, er were preliminary 
figures. Where “indicators” have been used, they were generally 
estimates of apparent consumption (production minus exports 
plus imports, with due allowance for inventory changes when- 
ever possible) of major food items, major textile items and major 
consumer durables—to give a measure of the change in con- 
sumption—and of cement, steel, machinery and major producer 
durables—to give a measure of the change in investment. In 
some countries an index of construction activity was also used 


in assessing investment changes. In most cases the “indicators” 
were computed in real (physical) terms; where values were used, 
they were reduced to a constant price basis (usually the 1956 
level) by means of the most appropriate eyautcbl deflator. 
Changes in external accounts were based on balance of pay- 
ments statements wherever possible, otherwise on merchandise 
exports and imports adjusted for other current items in the light 
of 1956 figures, as well as for price changes between 1956 and 
1957. Changes in gross domestic product reflect changes in the 
output of as many items—both agricultural and industrial—as 
were available in official statistics, combined roughly in accord- 
ance with weights derived from national accounts of recent 
years. In general the indicators were based on a comparison of 
figures for at least the first three quarters of 1957 with those for 
the corresponding period in 1956. Agricultural production was 
measured by the crops harvested entirely or principally in 1957. 

* Fiscal year ending 30 June 1957 compared with preceding 
fiscal year. 

b Fiscal year ending 31 March 1957 compared with preceding 
fiscal year. 

e Fiscal year beginning 21 March 1956 compared with preced- 
ing fiscal year. 

4 Fiscal year beginning 21 March 1957 compared with preced- 
ing fiscal year. 

e Fiscal year ending 30 September 1957 compared with pre- 
ceding fiscal year. 
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was also exerted by the deterioration in the terms of 
trade which tended to reduce incomes and aggravate 
shortages of imported goods used by local producers. 
In Argentina and Colombia a decline in agricultural 
output in the 1957/58 season was also a significant con- 
tributory factor. In the Asian countries where per 
capita output failed to expand, poorer harvests played 
an even more important role, but the causes of the 


agricultural setback were by no means uniform. 


As there had been between 1955 and 1956, there was 
a further_and_ widespread_increase_in_ consumption 
between 1956 and 1957. In general this increase seems 
to have exceeded the rate of population growth. Where 
over-all per capita consumption was not maintained, 
this was due to a number of different factors combined 
in varying degree: repercussions of government anti- 
inflationary measures (as in Argentina and Chile and 
to a less extent New Zealand and Australia), crop fail- 
ures (as in Ceylon), deterioration in the terms of trade 
(as in Malaya and Singapore), or special local diff- 
culties (as in Indonesia). 


Total consumption was held back by reductions in 
current public outlay in a number of countries. This 
was linked to more general anti-inflationary policies 
in some instances—as in Australia in the 1956/57 fiscal 
year and in Turkey and to some extent in New Zealand, 
Pakistan and Indonesia—or was part of a budget which 
reflected government caution in the light of declining 
export prices—as in Ghana and Ceylon. Conversely, 
expansion in current government expenditure served to 
raise the over-all level of consumption in Burma, Iran, 
Israel and Lebanon. This appears to have happened 
in the Belgian Congo and Rhodesia also, notwithstand- 
ing attempts to reduce outlays later in the year as the 
decline in export earnings progressed. 


Investment, as usual more volatile than consumption, 
showed greater\movement both upward and downward 
compared with 1956. In most of the countries for which 
assessments have been attempted there was an increase, 
and of considerable dimensions in a number of cases— 
Venezuela, Iran, India, Brazil, Puerto Rico, Pakistan, 
Cuba and the Philippines, for example. These were 
countries with active development plans getting under 
way or experiencing a significant inflow of foreign 
capital. An increase in fixed capital formation between 
1956 and 1957 was not necessarily associated with high 
ratios of investment to production. Some countries with 
high rates of investment to gross national product 
showed relatively small gains between 1956 and 1957— 
Australia, Israel, Mexico, Rhodesia and South Africa, 
for example. Correspondingly, among the countries 
whose fixed capital formation was lower in 1957 than 
in 1956, were some with high and others with much 
lower investment ratios. 


In some countries—Chile and Colombia, for example 
—the anti-inflationary policies that helped to reduce 


Part II. CURRENT ECONOMIC DEVELOPMENTS 


consumption were responsible in large measure for a 
decline in fixed capital formation as well. Such policies 
also contributed to a decline in private investment in 
Turkey, where personal consumption appears to have 
been maintained, and—in the fiscal year 1956/57—to a 
reduction in total capital formation in Australia and 
New Zealand, too. In Australia and New Zealand, 
however, fixed investment picked up somewhat in the 
course of 1957—especially in the private sector—and for 
the calendar year appears to have been fractionally 
above the 1956 level. In Egypt it was the threat to 
external accounts in consequence of the Middle East 
crisis that caused a curtailment of investment, espe- 
cially in the public sector. In the Belgian Congo the 
adverse movement of export prices seems to have been 
the chief reason for reduced investment in the private 
sector, closely linked as this is to the inflow of foreign 
funds. In Ceylon, where output was smaller and the 
terms of trade less favourable, government capital 
formation was appreciably lower than in 1956. In South 
Africa, by contrast, a further increase in government 
investment was accompanied by another cutback in 
private construction and failed to raise the over-all 
level of capital formation above the high plateau on 
which it has remained for the past three years. In Ghana 
the 1956 decline in cocoa prices which continued until 
mid-1957 induced caution in both the public and private 
sectors and the rate of investment appears not to have 
risen much above the 1956 level. Much the same is true 
in Rhodesia where the decline in copper prices con- 
tinued throughout the year, causing some hesitation in 
what had been a rapidly rising rate of capital forma- 
tion; with work on major projects continuing, total 
investment seems to have been maintained more or less 
at the 1956 level. 


Among the countries registering the highest relative 
advances in the rate of fixe ation were 
Iran and Venezuela, where the main stimulant—directly 
or indirectly—was the revenue derived from the petro- 
leum industry, and India and Pakistan where official 
development programmes were largely responsible. 
There was also a considerable increase in investment 
in Puerto Rico and to a slightly smaller degree in 
Cuba and the Philippines; in Cuba this expansion was 
encouraged by the sugar boom, in Puerto Rico it reflects 
further industrialization and in the Philippines growth 
over a wide front, especially in the private sector. 
Over-average rates of increase in fixed investment were 
also recorded in Mexico and in China (Taiwan), 
Malaya and Thailand. In Argentina there was also an 
appreciable rise in total investment; in part this reflects 
greater foreign borrowing and in part other changes— 
actual or expected—in the external sector: there was 
some accumulation of unsold exports and some stock- 
ing up of imported goods in the face of a deterioration 
in the balance of payments. 


In a number of countries inventory changes appear 
to have been of particular importance in 1957. There 
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was probably a significant running down of stocks in 
Australia during the period of more stringent import 
control in the fiscal year 1956/57. On a smaller scale, 
some liquidation of stocks also seems to have occurred 
in the Belgian Congo and Rhodesia. Relatively much 
greater was the change in inventory position in Thai- 
land where rice stocks were run down: a record harvest 
at the end of 1956 was followed by a year of slightly 
higher consumption, much higher exports and much 
poorer crops at the end of 1957. 


Inventory additions constituted an important form 
of investment in several countries in which unsold 
export crops accumulated—as in Syria (wheat and 
cotton) and Turkey (wheat and barley) and in Brazil 
where coffee supplies were held back in support of 
prices on oversea markets. There was also some 
accumulation of stocks of imported goods in coun- 
tries where imports rose somewhat out of line with 
current rates of absorption—as in Burma, Ghana, 
South Africa and to a less extent Chile and Mexico. 
In some countries—notably Argentina, New Zealand 
and the Philippines—this process was stimulated by 
importers’ fears of devaluation or restriction as the 
balance of payments deteriorated. In India it was gov- 
ernment policy to build up food stocks to counteract the 
inflationary impact of the higher money incomes flow- 
ing from development expenditure; there also appears 
to have been some hoarding, though stocks must have 
been depleted in the case of goods whose importation 
was restricted early in the year. 


INTERNAL BALANCE 


On the whole, the incidence and intensity of infla- 
tionary forces were much the same in 1957 as they had 
been in 1956; in so far as any change occurred it 
appears to have been in the direction of increasing 
rather than decreasing pressure. The proportion of 
countries in which the index of retail prices or cost of 
living rose, exceeded by a slight margin—39 per cent to 
36 per cent—the proportion in which it declined. Among 
the countries with more than a mild rise in prices, 
the proportion in which that rise was greater in 1957 
than in 1956 exceeded the proportion in which it was 
smaller (see table 91). 


The proportion of countries in which the rise in the 
average level of prices exceeded 10 per cent was slightly 


less between 1956 and 1957 than it had been between 
1955 and 1956—20 per cent as against 24 per cent. 
On the other hand the proportion of countries in which 
the price level rose by 10 per cefit or more in se 
of the year was somewhat higher in 1957 than in 1956— 
25 per cent as against 20 per cent. At the other end of 
the,Scale, however, the evidence is more consistent: 
in 1957 the proportion of countries with approximate 
price stability at the retail level (one-fourth). was 
slightly lower than in 1956 (about one-third) irre- 
spective of whether the comparison is made between 


Table 91.°% Primary Exporting Countries: Distribu- 
ton According to Intensity of Inflationary Pressure* 
in 1957 
Erase reece rl i a ee ade 
Comparison with 1956 Negligible» Milde Moderated Severe® Total 


hess. > ee, wa 6 


5 6 4 21 

Unchanged. ..... 5 6 2 2 15 
igreutenuenr. ey ene ul 9 5 23 
Tota, 13 18 ey iLil 59 


SES 


Source: United Nations Bureau of Economic Affairs. 

* Measured by movements in retail prices and cost of living. 
In general, the groups reflect the relationship between average 
indices in 1956 and 1957, but adjustments have been made to 
take account of the movement of the price index during these 
two years. 


» A decline or a rise of one per cent or less. 
¢ A rise of 2 to 5 per cent. 

4 A rise of 6 to 9 per cent. 

¢ A rise of 10 per cent or more. 


annual averages or between movements within each 
year. 


In one respect the over-all impact of government 
budgetary operations was not notably different in 1957 
from what it had been in 1956: there were as many 
countries recording an improvement in the govern- 
ment’s net cash position as there were countries record- 
ing a deterioration. However, less than one-third of the 
countries for which measurement was possible were in 
surplus in 1957, while more than one-third registered 
a greater deficit (see table 92). Changes in the relative 
movement in government balances were fairly small in 
many countries—almost 40 per cent of the total changed 
less than 5 per cent—but there were larger changes in 
some cases, especially among the countries with in- 
creased deficits. As a source of inflationary pressures, 
therefore, the government sector was—on an over-all 
view—no less important than it had been in 1956, while 
in some countries in 1957, it contributed to an appre- 
ciably greater extent. 


In the private sector, on the other hand, the rate at 
which the supply of money was expanding seems to 
have slackened somewhat in 1957: the proportion of 
countries in which there was a decline increased sub- 
stantially and the proportion in which there was a 
major expansion diminished. In about one-fifth of the 
36 primary exporting countries on which table 93 is 
based, the rate of expansion was higher in 1957 than 
in 1956, in one-fourth there was no significant change, 
while in the remainder—well over half—there was a 
measurable deceleration. In a number of countries this 
was the counterpart of a deteriorating external balance, 
but the marked reduction in the number of countries in 
which the volume of money expanded by one-eighth or 
more—from 52 per cent to 35 per cent of the total— 
reflects in some degree the outcome of official policies 
directed at restraint of credit as part of an anti- 
inflationary programme, 
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Table 92. Primary Exporting Countries: Distribu- 
tion of Changes in Government Budgetary Position* 


Ratio of change in the government balance* 
between 1956 and 1957 to total government 
expenditure in 1956 


Change (percentage) 
141to 16 and 
1to5 6010 15 over Total 
Larger surpliisyi. 47 - 1 a i) 
Moved from deficit to 
SUIT PLUS apes is-encils eonar D 2 2 1 6 
Smaller deficit. ......-- 2 2 1 i! 6 
Smaller surpluses. . si... 1 — — 1 
Moved from surplus to 
CEHEL Da creme rae. i 1 = 1 3 
Larser deneit 2, .cc0% » 4 1 1 3 9 
Tota 10 6 4 6 26 


Source: Statistical Office of the United Nations, Statistical 
Yearbook; United Nations Economic Commission for Asia and 
the Far East, Economic Survey of Asia and the Far East, 1957 
(sales number: 1958.1I.F.1); International Monetary Fund, 
International Financial Statistics. 

s As measured by the net change—indebtedness minus de- 
posits—in the government’s dealings with the banking system; 
calendar years, except in a few cases in which the data refer to 
the year ending in Noverber October or September. 


Table 93. Primary Exporting Countries: Distribu- 
tion of Change in Money Supply* 


Number of countries in 


Indez of money supply» 


1956 1957 
LOOKOTMeS See Meee ere ere ent: 4 9 
LOIS oR OG ayer ey ee 6 8 
LOMO Der eect yal tate var qi 6 
Obes oye Res BS ale a Ae ce 9 7 
JMS) eierel Ongats oe aaa ls 6 oo Seu e 4 10 6 
ToraL 36 36 


Source: Statistical Office of the United Nations, Monthly 
Bulletin of Statistics. 

» In general, business and individual holdings of notes and 
coin and demand deposits in commercial and central banks. 

>’ End of year (latest month in a few cases in 1957), with 
corresponding month in previous year = 100. 


On the whole, the changes in the prices of commodi- 
ties that were taking place on world markets during 
1957 had little direct effect on the domestic price struc- 
ture in the primary exporting countries. The decline 
in the price index of commodities entering international 
trade, for example, was not generally reflected in aver- 
age wholesale prices for the year as a whole: the dis- 
tribution of change between 1956 and 1957 was not 
markedly different from that between 1955 and 1956. 
There was a rise in the proportion of countries in which 
the index was more or less stable and also in the pro- 
portion in which there was a major increase—of 10 per 
cent or more—in the wholesale price level. The propor- 
tion of countries in which the index declined during 
the year—about one-fourth—was no greater in 1957 
than in 1956. 


Among the countries in which inflationary pressures 
= Oe) & eee 
appear to have SPENT TEN NPC ay a in 
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general an expansion of domestic_production (as in 
Cuba and Ecuador, for example) or an appropriate 
increase in supplementary imports (as in several of the 
Central American countries) or the growth of supplies 
from both sources (as in Venezuela). In Ghana’a small 
rise in local output and a larger rise in imports were 
reinforced by a reduction in the income of cocoa 
growers, due in part to a 10 per cent cut in the price 
paid by the government agency for cocoa beans and in 
part to the relative smallness of the 1957/58 crop, the 
combined effect of which was to reduce marketing board 
payments to farmers £10 million below the 1956/57 
level. In Guatemala—where exports were lower—there 
was an increase in the deficit on merchandise account 
and there was also some worsening in the balance of 
trade in the Belgian Congo and Nicaragua. It was of 
minor dimensions in Nicaragua, however, where in- 
creased production of export crops slowed down the 
deflationary trend that had emerged in 1956. The 
Belgian Congo remained in trade surplus, though at a 
reduced level despite a sizable rise in imports and a 
major deterioration in the terms of trade. Increased 
production which, along with increased imports, helped 
to reduce domestic prices in E] Salvador and Viet-Nam, 
also resulted in higher exports and an improvement in 
the trade balance (see chart 15). 


A slackening in domestic demand seems to have been 
the principal factor in reducing the relativelylow rate 
of price increase in—such~—countries—as- Australia, 
Morocco, New Zealand and Tunisia. A rising level of 
imports also contributed in New Zealand, however, and 
later in the year in Australia, too. In New Zealand the 
rise in imports resulted in a trade deficit. Here and in 
Australia the easing of the strain on available resources 
reflects government policy in the fiscal year 1956/57. 
In Morocco and Tunisia, on the other hand, it was the 
continuing outflow of capital that was the major factor 
behind the low level of domestic investment, while in 
Morocco domestic incomes were depressed by poorer 
harvests and a decline in exports. 


Egypt and Rhodesia were among the countries in 
which prices continued to climb slowly. In Egypt, 
though the public sector continued in deficit, domestic 
expenditure was held down through some cutback in 
investment while an increase in total production and a 
curtailment of imports helped to reduce the trade 
deficit to relatively small dimensions. In Rhodesia also, 
over-all production rose to a greater extent than do- 
mestic expenditure—but a drastic deterioration in the 
terms of trade prevented this from being reflected in 
national income or in the external account which in 
fact registered an enlarged deficit in current prices. 


Almost all the countries which experienced a price 
increase that, though relatively small, was greater than 
the one which had occurred between 1955 and 1956, 


had two characteristics in common: there was a ten- 


dency for aggregate expenditure to run ahead of 
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Index of change in the cost of living (change in the previous year 


Statistics. 


Chart 15. Primary Exporting Countries: Changes in Internal and External’ Equilibrium 
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132 The direction of the arrow indicates the movement from 1956 to 1957, 
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Source: Statistical Office of the United Nations, Monthly Bulletin of Statistics; International Monetary Fund, International Financial 


a Measured by the movement of retail price or cost of living indices. The index that is plotted is an average between the change from 
the preceding year and the change during the year. ; 
b Measured by the ratio of exports f.0.b. to imports c.i.f., expressed as a percentage. 
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domestic production and also a general—and in most 
cases substantial—expansion in imports. Except in one 
or two countries—Costa Rica for example—whose 
exports increased even more, there was thus a deterio- 
ration in the external balance—moderate in the case of 
South Africa, more severe in Ceylon, Malaya and 
Singapore and the Philippines whose terms of trade had 
also become less favourable—as well as the slight rise 
in the rate of increase in internal prices. 


In almost_all the countries which experienced a 
ereater—but moderate—degree of price inflation in 
1957, the basic cause was a more pronounced tendency 


for gross expenditure to rise more rapidly than do-~ 


mestic production, especially where there was a par- 
ticularly large increase in investment—India, Iran and 
Pakistan, for example, and to a less extent Iraq, Mexico 
and Thailand. In Burma, India, Iraq, Iran and Thai- 
land, expanding imports helped to prevent the gap 
between effective demand and the supply of goods from 
widening and thereby to hold down the rate of price 
increase to the 1956 level. However, this entailed strain 
on the balance of payments that in all cases was more 
severe than in 1950. 


In China (Taiwan) and Israel the rise in domestic 
production was less out of line with the rise in expendi- 
ture and the expansion of imports was financed in part 
by higher export earnings and in part by other foreign 
currency receipts which registered a large gain. In 
Syria, though export proceeds were lower—because of 
lower prices—there was a somewhat greater cut in im- 
ports and hence a reduction in the trade deficit; and 
since output had increased to a greater extent than 
either consumption or fixed investment—to the point, 
indeed, where there was some involuntary accumulation 
of stocks of exportable goods—the strain on resources 
was somewhat less than in 1956. 


Though still moderate, there was an accelerated in- 
crease in prices in a number of countries, including 
the Dominican Republic, Lebanon, Mexico, Pakistan, 
Peru and the Sudan. Except in the Dominican Republic 
there was a greater expansion in imports and hence a 
general worsening of the balance of trade, notwith- 
standing a rise in the value of exports from Lebanon 


and Peru. In most instances, the increase in imports 
was geared to investment programmes and _ heavily 
weighted by capital equipment, while the incomes gen- 
erated by the investment tended to run ahead of the 
growth in output which was relatively small in some 
countries, particularly Pakistan and Peru where 
drought and other difficulties held back production in 
the agricultural sector. 


In some of the countries in which inflationary pres- 
sures have been not only more severe but also of longer 
standing, the state of internal disequilibrium was 
aggravated in 1957 by a failure of domestic production 
to expand. This was the case in Argentina, Chile, Colom- 
bia, for example, and to a less extent in Indonesia. In 
Chile, Colombia and Turkey, the level of investment 
was reduced, or at least held down, but except in Chile 
the effort to bring the demand for resources into line 
with available supplies was hampered by a curtailment 
of imports because of balance of payments difliculties. 
These were enhanced in 1957 by a worsening of the 
terms of trade which affected not only these three coun- 
tries but most of the others in which internal prices were 
rising very rapidly. There was a further increase in the 
level of fixed capital formation in Argentina, Brazil 
and Indonesia; in Argentina and Brazil this was sup- 
ported by a rise in imports, but in Indonesia the low 
state of exchange reserves precluded such a rise. The 
countries in which imports were reduced—Colombia, 
Indonesia and Turkey—were the only ones in this 
group in which there was not a deterioration in the 
balance of trade. In Turkey and to a smaller extent in 
Indonesia a rise in export earnings also helped to im- 
prove the external account; Argentina was the only 
other country in the group to earn more from exports 
in 1957, but in this case a larger rise in imports resulted 
in an increased trade deficit. The larger supply of im- 
ported goods was a major factor in reducing slightly the 
rate of price increase in Brazil, Chile and Paraguay. In 
Argentina on the other hand, where expansion of invest- 
ment took place in the face of a decline in production— 
particularly in agriculture—a one-sixth rise in import 
expenditure, much of it on capital goods, did not prevent 
a further acceleration in the rate at which prices had 
been rising; here and in Uruguay both internal and 
external balance deteriorated. 


Problems and Policies 


In most of the primary exporting countries the 
economic problems faced in 1957—though differing 
from one country to another in their precise nature 
and intensity—were much the same as those encountered 
in 1956, These problems for the most part derived from 
the twin tasks of accelerating the rate of economic growth 


while at the same time accommodating-it-to~a-sup ply 
of resources often not much greater—eit er internally 


or on external account—than that required to sustain 


current_standards of consumption. While the major 


concern in most countries continued to be with efforts 
to restrain inflationary pressures within the domestic 
economy, there were several instances in which some 
slackening in the course of production and growth 
began to give anxiety, and other instances in which 
external disequilibrium began to assume more urgent 
importance. The re-emergence of balance of payments 
difficulties as the area of prime vulnerability was par- 
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ticularly noticeable towards the close of the year when 
the decline in commodity prices was beginning to make 
itself felt in lower export receipts. Hence a a gen- 
eralization is to be made—in a field in which the under- 
lying heterogeneity of conditions and events inevitably 
creates exceptions—it is that 1957 opened with the 
state of internal equilibrium as the” economic matter 
of principal concern and closed with ‘the threat of -ex- 
ternal disequilibrium coming increasingly to be re- 
garded as the major amediate problem. This trans- 
formation reflects primarily the rise in imports—itself 
a consequence in many cases of internal inflationary 
conditions — but the inadequate rise in export earnings 
also played a part, and a part which became progres- 
sively more significant as export unit values declined 
during the course of the year. 


The year began with many countries actively en- 
gaged in anti-inflationary domestic programmes. In 
Bolivia and Chile, and to a less extent Argentina, action 
was being taken on a fairly broad front to reduce local 
demand: measures were enacted to freeze or retard the 
tate of increase of wages, subsidies were reduced on 
public utilities and various consumer goods, restraints 
were placed on the volume of bank credit, interest rates 
raised and an attempt made to hold down public ex- 
penditure. Colombia — also beset by domestic inflation 
—concentrated on control of credit, supplemented later 
in the year by fiscal action. In Peru the principal meas- 
ures were also aimed at curtailing credit, and this was 
also the case in a number of other countries — including 
Ceylon, Rhodesia, Malaya and Ecuador — in which in- 
flationary forces were at a more incipient stage (see 


table 94). 


Credit control in most instances was implemented 
directly through restricting the. rediscounting facilities 
of the central Bank — as in n Colombia, Ecuador, Nicara- 
gua and the Philippines and later in the year Argentina 
—or raising the reserve requirements of the commer- 
cial banks—as in Bolivia, Peru and Viet-Nam and 
later in the year Indonesia. In some countries — Colom- 
bia, Ceylon, Malaya, Rhodesia, Sudan and India, for 
example — this direct control was preceded or supple- 
mented by requests made to the commercial banks to 
restrict advances, either proportionately or absolutely. 
Other forms of credit also came under restraint — as in 
Rhodesia, for example, where hire-purchase terms were 


made more i 


Manipulation. est rates is often an ineffectual 
instrument in primar exporting countries, either be- 
cause of “the ‘tudimentary nature of the money market 


or because ee ee annual_rise in_the price ] level is ate 


number of these countries in 1957, either in support 
of other anti-inflationary measures —as in Colombia, 
India and the Philippines and, later in the year, in Ar- 
gentina, Burma and the Sudan — or as more or less in- 


dependent restraints — as in Cuba and El Salvador. In 
some countries — Chile and Syria, for example — there 
were discriminatory changes in interest rates designed 
to restrain some types of Ternanents relative to tien 
regarded as temporarily more productive. In the first 
portion of the year there was a general upward adjust- 
ment of interest rates in some of the sterling area coun- 
tries — Malaya and New Zealand, for example — and 
later in the year in Ceylon. 


In the fiscal field, there were changes in indirect. 
taxes in many countries, most of them intended to raise 
revenue while restraining consumption. While these 
and other tax-measures-hetped to reduce the over-all 
deficit in the public sector, cuts in government ex- 
penditure were less common. Largely as a result of the 
tendency for expenditure to increase, the countries in 
which the budgetary deficit, measured by the Govern- 
ment’s net cash position, was lower in 1957 than in 
1956 — Bolivia, Cuba, the Dominican Republic, Egypt, 
Honduras, Israel and southern Korea, for example — 
were outnumbered by those in which the deficit was 
greater. Among the latter were countries with long- 
standing inflationary problems, such as Brazil, Chile, 
Colombia and Indonesia, as well as some in which in- 
ternal economic imbalance is a more recent phenome- 
non, associated in most instances with a high rate of 
public investment — India, New Zealand, the Philip- 
pines and South Africa, for example. In one or two 
cases — Syria and to a less extent Mexico, for example 
—a cash deficit was recorded in 1957 where there had 
been a surplus in 1956.7° 


Though there were some countries in which the gov- 
ernment finances moved from deficit to surplus, includ- 
ing Burma, Ecuador, Guatemala, Haiti, Iran, Uruguay 
and Viet-Nam, for example, and a few—such as El 
Salvador and Venezuela—in which both 1956 and 
1957 were years of cash surplus, fiscal policy in most 
of the primary exporting co countries was geared much 


more closely | to social and economic objectives of an 


expansionary nature than to to the Maintenance of inter- 
nal equilibrium. Indeed in many cases action taken in 
the monetary and credit field was designed to reduce 
the inflationary impact of action rie in the fiscal 


field. 


The apparent inconsistency between an expansion- 
ary fiscal policy on the one hand and a contractionary 
monetary and credit policy on the other epitomizes one 
of the dilemmas facing most of the primary exporting 
countries. Where resources are scarce, action taken to 


accelerate the rate of f growth tends to be limited by its 


inherently inflationary potentialities. At the same time 
on ee resources are often inimical to production, an 
increase in which would in many instances prove to be 


10 Tn the case of Syria, this 1956 surplus was in part the result 
of the receipt of a lump sum settlement of earlier oil royalty 
claims. 
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Table 94. Primary Exporting Countries: Major Government Measures Directly 
Affecting the Internal Balance 
Changes in Interest Rates Changes in Credit Volume Changes in Price and Wage Policy 
B: rates affecting borrowing in particular JR: action through the reserve (or central) oe nen ee affecting prices 
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Source: United Nations Bureau of Economie Affairs. 
Note: Countries are arrayed in ascending order of inflationary 
ressure as measured by changes in the retail price or cost of 
fring index between 1956 and 1957 and in the course of 1957. 


more effectively anti-inflationary. This is the reason 
underlying the enactment in various countries of meas- 
ures in apparent conflict with the declared objective 
of restraint. Thus a general policy of credit curtail- 
ment was accompanied in a number of cases — in Cey- 


Within each column measures are indicated in accordance with 
whether they were enacted in the first or second half of the year. 
Where, in any country, similar action was taken more than once 
within the half-year, the symbol has not been repeated. 


lon, the Philippines and Syria, for example, and even 
in some of the more inflation-beset economies such as 
Chile, Colombia and Uruguay — by selective reductions 
in interest rates, selective easing of restrictions on bank 
advances or the creation of special facilities for in- 
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creased lending for selected purposes — agriculture, 
housing, or approved industries, for example. In a few 
countries — including Haiti, Honduras, Mexico and 
Viet-Nam — there was a more general relaxation, in 
‘the interest of production, of an over-all policy of 
credit restraint. In-one or two other countries — Egypt 
and New Zealand, for example — temporary easing of 
eredit restrictions was associated chiefly with the sea- 
sonal needs of the economy or the financing of specific 
crops. In yet others — notably Australia and to a less 
extent China (Taiwan), South Africa and Iran — the 
relaxation was in respect of restraints that, having been 
placed on the economy in the previous year, seemed 
to be less necessary in 1957 in a situation that called 
for renewed expansion. 


The apparent conflict with the overriding need to ex- 
pand production was even more in evidence in many 
instances in the case of wage and price policies, espe- 
cially in the countries where inflationary pressures were 
powerful and of long standing. Declared policy in most 
of these countries was to reduce’total demand, but 
wheré wages were frozen — as in Argentina and Bolivia, 
for example — or subsidies on consumer goods and 
services curtailed or withdrawn —as in Bolivia and 
Chile, for example — there was resistance in the form 
of strikes, civil disturbances and other reactions detri- 
mental to production. As long as prices are rising rap- 
idly, a freeze of wage rates can hardly be more than 
temporary. Generally a rise in prices consequent upon 
a reduction in subsidies or a modification of official 
price control tends to be reflected less in a curtailment 
of consumption than in a corresponding upward pres- 
sure on wages and hence in an acceleration in the in- 
flationary spiral. Thus while in some countries a rise 
in prices was intended to cut back consumption, in 


other countries -a-partial-or general freeze on prices — 
as in Colombia, India and Turkey — or an increase in 
subsidies — as in Ceylon, Egypt and Israel — was in- 
tended to hold down prices and therefore the _price- 
wage spiral. 


As a result of these variations in price and wage 
policy and the divergences that emerged between fiscal 
action and action in the monetary and credit field, the 
strength and spread of inflationary pressures in the 
primary exporting countries is not reflected very ac- 
curately in the distribution of official economic meas- 
ures. Nevertheless the fact that, as indicated in the 
preceding section, the distribution of price increases in 
1957 did not differ markedly from 1956 is prima facie 
evidence that on an over-all view they had not abated 
to any significant extent. 


While the state of internal equilibrium was thus, in 
general, much the same in 1957 as in 1956, there was 
a definite deterioration in the state of external equi- 
librium. As the year progressed the increasing import 
balance was aggravated by declining commodity prices 
and a retardation in the rate of increase of export earn- 
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ings; and with balance of payments difficulties threat- 
ening, the emphasis of government action moved stead- 
ily in the direction of import curbs. 


Few countries limited their action to duties and the 
import tariff. During 1957 changes in these were many 
and widespread but more often occasioned by the need 
for revenue or for the protection of local industries 
than by balance of payments difficulties. Financial re- 
straint was placed on importers in many countries, 
either by limiting access to credit for that purpose — 
as in Indonesia and the Sudan — or by requiring the 
deposit of some fraction (or multiple) of the cost of 
the goods in advance of their importation — as in Ecu- 
ador and Pakistan. In some countries — Argentina and 
the Philippines, for example — both constraints were 
put into effect (see table 95). 


Although multiple currency systems are less preva- 
lent than they were two or three years ago, a major 
deterrent to imports in a number of countries, espe- 
cially in Latin America in 1957, was a selective devalu- 
ation which raised the local currency cost of specific 
categories of goods. A general devaluation was resorted 
to by a few countries, including Bolivia at the begin- 
ning of the year, as part of a broad-based stabilization 
programme, and Paraguay later in the year, while in 
Indonesia a comprehensive modification in the ex- 
change rate system was intended to achieve similar 
results. 


More widespread than these financial and price de- 
terrents was the physical limitation of imports by the 
licensing of foreign exchange or of specific commodi- 
ties. In a few cases the imposition of quotas or a ban on 
the importation of specific classes of goods was in- 
tended explicitly for the protection of some local in- 
dustry — as in southern Korea, the Philippines, Thai- 
land and Viet-Nam, for example—but in general this 
type of action was taken in defence of the balance of 
payments. 


Among the countries in which import controls were 
newly imposed or made more stringent during the second 
half of 1957, were members of most of the various com- 
modity exporting groups. In Burma a lower 1957/58 
rice crop reduced exports considerably in the last quar- 
ter, aggravating the deterioration that higher imports 
had been causing in the trade balance. In Colombia a 
further decline in coffee prices and the withholding of 
exportable supplies in support of those prices made it 
necessary to cut back imports again, below the reduced 
rate which earlier restrictions had occasioned. Among 
the cotton exporters Egypt, Pakistan and Sudan all 
tightened control over imports: difficulties were arising 
in disposing of the 1957/58 crop but only Sudan had 
suffered a major worsening of external balance in 1957. 
Iraq’s difficulties stemmed from the curtailment of pet- 
roleum exports during the Middle East crisis, but in 
addition barley exports were moving very slowly and 
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Table 95. Primary Exporting Countries: Major Government Measures Directly 
Affecting the External Balance 


i 


Measures affecting other recetpts 


Measures affecting imports Measures affecting exports and payments 
B: borrowing to finance trade B: borrowing to finance trade _. A: agreements concerning non-trade 
D: advance (prior) deposits Q: quantitative control over a specific matters 
Q: quantitative control affecting all or commodity C: capital movements 
Country many classes of goods R: rate of exchange L: Licensing or other control 
R: rate of exchange S: subsidy P: Payments and transfers other than 
T: taxes and duties T: taxes and duties for current trade 
s =selective or discriminatory r =exchange retention rights R: rate of exchange 
s =selective or discriminatory f =fiscalaction | 
s =selective or discriminatory 
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Source: United Nations Bureau of Economie Affairs. 

Note: Countries are arrayed according to change in balance of 
trade between 1956 and 1957 from the greatest improvement to 
the greatest deterioration. Within each column measures are 


the expanded development programme had given rise 
to appreciably greater imports. Development expendi- 


indicated in accordance with whether they were enacted in the 

first or poe half of the year. Where, in any country, similar 

action was taken more than once within the half-y : 
alf-year 

has not been repeated, dea orice 


tures lie at the root of India’s balance of payments 
problems, too, and less essential imports were cut back 
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progressively during the year. In the Philippines, im- 
ports were flowing in at a high rate for most of 1957; 
mild restraints applied earlier were greatly intensified 
towards the end of the year when in the face of a slight 
decline in export receipts exchange reserves had been 
reduced to a low level. High rates of imports were also 
placed under restraint in Indonesia, a rubber exporter, 
and Lebanon, a fruit exporter, as well as in the wool 
exporting countries Argentina, New Zealand and Uru- 
guay. 

The only groups not represented among those dis- 
cussed above are those exporting cocoa and those ex- 
porting metals. The cocoa exporters, enjoying a rise 
in the unit value of their exports, were alone in not be- 
ing subjected to increasing balance of payments pres- 
sure as the year advanced. The metal exporters on the 
other hand were the countries that suffered the greatest 
decline in terms of trade in 1957. Among them Bolivia 
and Chile had recently embarked on a regime of freer 
trade at more realistic rates of exchange than had pre- 
viously been maintained for official transactions. De- 
preciation of these rates—by 11 per cent in Bolivia 
and 27 per cent in Chile in the course of the year — was 
one reflection of the deteriorating balance, but even 
with foreign borrowing and a 40 per cent drop in official 
reserves, Chile was unable to avoid various restraints on 
imports, including the prohibition of certain items, 
such as motor cars. In the Belgian Congo and Rhodesia 
domestic retrenchment was used to reduce the propen- 
sity to import, reserves were allowed to fall and bor- 
rowing from abroad was increased and at least up to 
the end of 1957 physical control over imports had been 
avoided. 


Most of the dependent territories ended 1957 without 
import control. In Australia and South Africa the liber- 
alizing measures introduced earlier in the year re- 
mained in force notwithstanding the subsequent decline 
in wool and metal prices and, in the case of South 
Africa, a further outflow of private capital and a severe 
reduction in gold and foreign exchange holdings. 


Export policy in 1957 was strongly influenced by the 
decline in prices that took place in the course of the 
year. In the face of weakening oversea markets, meas- 
ures affecting exports were almost all aimed at promot- 
ing increased volume or improving the local currency 
return to exporters. There were relatively few cases in 
which export duties were increased — mostly among 
the cotton exporters, Egypt, Mexico, Paraguay and 
Syria — or export premiums reduced — as in Brazil and 


Turkey. There were even fewer in which some physical 
limitation was placed on the amount exported — as in 
Syria, in respect of meat, and in Chile in respect of a 
number of agricultural products; this action was usu- 
ally taken in order to maintain local supplies of the 
commodity in question. High reserve prices tended to 
hold back sales of cotton from the Sudan and there 
was some concerted withholding of coffee from export 
markets by Latin American producers, notably Brazil. 
But by far the most frequent measures were reduction 
in export duties — as effected on numerous occasions in 
the Belgian Congo and India, for example — and the 
raising of local currency returns accruing to particular 
groups of exporters. The latter form of incentive was 
achieved in some cases by means of partial or selective 
devaluation — as in Egypt and in several Latin Ameri- 
can countries including Argentina, Colombia, Ecuador, 
Paraguay and Uruguay. In other cases — Cambodia, 
China (Taiwan), the Philippines and Viet-Nam, for 
example — arrangements were made whereby the ex- 
porter was permitted to retain a portion of his foreign 
exchange earnings for disposal at “free” rates more 
favourable than the official figure or for use in the im- 
portation of goods not otherwise permitted. In a few 
instances the receipts of selected exporters were aug- 
mented by the payment of direct subsidy — as in Aust- 
ralia, Brazil, Iraq and Turkey. 


Among the other measures used to encourage the 
expansion of exports was the inauguration of a system 
of credit insurance covering export shipments — as in 
India and South Africa —the refund of excise taxes 
and duties paid on material subsequently incorporated 
in goods that are exported — as in Australia and Thai- 
land — and the conclusion of agreements to promote the 
flow of trade between particular countries — as between 
Australia and Japan and between Tunisia and several 
countries with which bilateral arrangements outside the 
franc zone were negotiated for the first time. 


Also affecting and affected by the balance of pay- 
ments were measures regulating the movement of capital 
and other non-trade items. There were fiscal measures 
designed to stimulate the inflow of capital — as in Cam- 
bodia, India and New Zealand — as well as agreements 
relating to the repayment of commercial indebtedness 
and the transmittal of profits—as in Argentina and 
Colombia. With external imbalance growing, however, 
there were also restraints on the movement of funds — 
from Ceylon, the Philippines and Thailand, for exam- 
ple. 


Outlook” 


The dominant factor shaping the course of economic 


11 This section has been based in part on the replies of Govern- 
ments to the United Nations questionnaire of November 1957 
on economic trends, problems and policies. 


developments in the primary exporting countries in 
1958 is the weakening of commodity markets which has 
proceeded continuously — though at a slackening pace 
— since early in 1957. Over the year as a whole imports 
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were not held back by the deteriorating prospects for 
export receipts and in the aggregate were substantially 
greater than in 1956. The impact of this on payments 
balances was relatively mild in 1957, partly because 
at the outset many commodity prices were at a some- 
what inflated level in the wake of the Middle East crisis, 
partly because there was an expansion in the quantum 
of exports from the primary exporting countries and 
partly because there was a compensating inflow of capi- 
tal from the industrial countries appreciably greater 
than in the previous year. There was, however, a cer- 
tain drain on reserves which reduced the ability of the 
primary exporting countries to stand up to balance of 
payments strains arising in 1958. 


That such strains would emerge was becoming in- 
creasingly clear towards the end of 1957. And when 
most commodity price indices continued to move down- 
ward in the early months of 1958, a decline in the unit 
value of exports of the primary exporting countries 
became almost inevitable and a reduction in total ex- 
port earnings — in relation to the 1957 figure — very 
probable. 


In general the only countries that are expecting to 
earn more from their exports in 1958 than they did in 
1957 are those in which special factors operated to re- 
strain exports in 1957, those in which the price of the 
major export commodity has been moving upward, 
counter to the general trend, and a few of those whose 
major exports have special demand characteristics. 


Among the last-mentioned are some of the fruit ex- 
porters — Ecuador, for example — and South Africa, 
an expansion in whose earnings from gold and uranium 
is expected to compensate for lower prices realized by 
wool and metal and ore exports. A further expansion 
may also be registered by some of the petroleum ex- 
porters — Iran and Venezuela, for example — though 
in the aggregate for the petroleum group as a whole 
this will probably be very small. In the period 1953- 
1957 the rate of expansion_in their-export-earnings-has 
been getting progressively smaller — 13 per cent, 10 
per cent, 6 per cent and 4 per cent in successive years. 
With the slowing down of the rate of growth in the in- 
dustrial countries and the possible curtailment of im- 
ports into the United States, a further reduction in this 
rate of increase may be expected, especially in view of 
the fact that, with stocks at a high level, prices have 
tended to drop below the increased figures posted in the 
first quarter of 1957, 


The only major commodity whose price has recently 
moved against the trend is cocoa. Here the rise in prices 
has been such that the cocoa exporters — particularly 
Ghana and Nigeria — are likely to realize more from 
the smaller 1957/58 crop than they did from that of 
1956/57; whether this will raise export proceeds for 
1958 as a whole depends in large measure on the 1958/ 
59 crop whose size will be the chief determinant of 
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whether the higher prices of the first half of 1958 con- 
tinue into the fourth quarter of the year when the new 
season sales commence. 


In some of the countries in which special circum- 
stances or policies reduced exports in 1957 to an ab- 
normally low level —Iraq, Sudan and Uruguay, for 
example — 1958 may well bring an expansion. This 
could also be the case in some of the other countries in 
which stocks of export commodities tended to accumu- 
late in 1957 — Syria, for example. 


In this connexion, another factor which should help 
to sustain the level of exports from the primary export- 
ing countries — at least of a number of agricultural 
commodities — is the probability that, in line with 
smaller commitments, disposals from United States sur- 
pluses will be on a much reduced scale in 1958. This 
should improve the competitive position of exporters 
of cotton, cereals and vegetable seeds and oils in par- 
ticular. Cotton exporters should gain not only from the 
lower level of United States commitments to sell in 
1958, but also from the fact that the superior qualities 
in Commodity Credit Corporation stocks are reported 
to have been largely disposed of in earlier shipments. 
In the case of Egypt, two additional factors may speed 
up the movement of the larger 1957/58 cotton crop: 
bilateral agreements will ensure sales to some of the 
centrally planned countries, while export premiums 
have been raised in order to stimulate sales to western 
Europe and elsewhere. 


The prospect for greater receipts from coffee ex- 
ports is much less promising: with a large 1957/58 
crop and a large unsold carry-over from earlier crops 
still in the exporting countries — much of it in govern- 
ment hands — there is a strong downward pressure on 
prices, except perhaps for the soluble robusta types for 
which demand appears still to be expanding. 


In 1957 the notable rise in export earnings of the 
sugar group was a major factor in increasing the total 
receipts of the primary exporting countries. This is 
unlikely to be the case in 1958: not only are export 
prices on the free market back to the average 1956 level 
but the European beet harvest is reported to be a good 
one and the high prices ruling in the first half of 1957 
stimulated production in a number of cane-growing 
countries. Though countries exporting under agreement 
to the United Kingdom and the United States are to 
receive somewhat higher prices for their 1957/58 
shipments, total exports of sugar may well be smaller 


in volume as well as lower in unit value in 1958 than 
in 1957. 


For cereal exporters—as for sugar exporters—market 
trends depend greatly on harvests in the principal 
deficit countries. In western Europe, grain crops appear 
to be very favourable and smaller imports are indi- 
cated. In southern and south-eastern Asia, on the other 
hand, over-all rice import requirements are likely to be 
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at least at 1957 levels, again compensating for poorer 
local crops—as in Ceylon, Indonesia and Pakistan—or 
in furtherance of stockpiling policies, as in India. 
Japan’s import programme for the fiscal year beginning 
1 April 1958 includes rice imports of almost a million 
tons, nearly double the 1957 intake. Against this, both 
1957/58 crop and 1958 carry-over are below the pre- 
vious year’s level in the principal exporting countries, 
Burma and Thailand. Exportable supplies are also re- 
ported to be lower in southern Korea and Viet-Nam. 
Given the region’s low propensity to substitute other 
food grains for rice, some hardening of prices may re- 
sult—Burmese quotations for government to govern- 
ment transactions were raised by 6 to 12 per cent in 
April—and export earnings should benefit. 


A greatly reduced grain harvest has been reaped in 
Australia, too, but more serious from the point of view 
of export earnings is the marked decline in the 1957/58 
wool clip. With world wool consumption running well 
below the level of the preceding year, the decline in the 
volume of exports in the 1957/58 season has aggravated 
the effects of the decline in price. In Argentina, the 
1957/58 wheat crop is about one-fourth below the 
1956/57 level, but the effect of this on export earnings 
seems likely to be offset to some extent by a larger 
maize crop. 


The market for ores and metals and rubber is in large 
measure a function of the demand for durable goods, 
including motor cars. This seems unlikely to be much 
above the 1957 level in the aggregate. In the United 
States, producer stocks of both non-ferrous metals and 
manufactured durable goods are high and though there 
is still some uncertainty as to whether protection of 
domestic mining will take the form of quotas or duties 
on imports or of “equalization payments” to high cost 
local mines, the volume—and even more the over-all 
value—of non-ferrous metal imports seems likely to de- 
cline below the 1957 rate. The slackening of investment 
rates in other industrial countries points to the proba- 
bility of lower imports into western Europe also. The 
result is likely to be a smaller output of non-ferrous 
metals in the primary exporting countries. This already 
seems assured in the case of tin and copper: under 
the international agreement, exports of tin will be ap- 
preciably lower in 1958 than in 1957, and there has 
also been a widespread curtailment of copper produc- 
tion, affecting not only United States mines but also 
those of the Belgian Congo, Chile and Rhodesia. 


By early 1958 the price of natural rubber had de- 
clined more or less to the level of that of the synthetic 
product. At this figure some marginal suppliers—espe- 
cially among the Indonesian smallholders, whose out- 
put tends to be more sensitive to price movements—may 
withdraw from the market. Total consumption in 1957 
was sustained more or less at the 1956 level; from what 
is known of the course of industrial activity in the first 
part of the year, world rubber consumption is more 


likely to be lower than higher in 1958. Hence, whether 
because of lower average price or smaller production 
or both, the earnings of rubber exporters are likely 
to be smaller in 1958 than in 1957. 


The conclusion that emerges at this stage is that 
while a number of countries may be able to raise their 


1958 export earnings above the 1957 level and others 
more or less to sustain them at that level, there is un- 
likely to be any over-all increase in exports from the 
primary exporting countries. Indeed, with the demand 
for their export commodities likely on the whole to be 
smaller than in 1957 and the average unit value of 
their exports lower, the total value of exports will prob- 
ably register a decline—the first decline since the post-— 
Korean readjustment. 


The combination of these generally unfavourable 
prospects for export earnings and the high level of 
imports in 1957—along with the balance of payments 
strain that this imposed—seems almost certain to reduce 
the rate of expansion in imports in 1958. Indeed in a 
number of cases steps were taken to restrain imports 
before the end of 1957, not only in countries in which 
there had been a substantial expansion—Argentina, New 
Zealand, the Philippines and the Sudan, for example— 
but also in some of the countries in which imports had 
been running below the 1956 rate—Colombia and Indo- 
nesia, for example. 


In the case of India, despite the progressive tighten- 
ing of controls, imports in 1957 were 18 per cent above 
the 1956 level. A further increase of this magnitude 
is unlikely in 1958; though the development plan 
which is going into its third year still entails major 
imports of capital equipment, two years of rapidly 
rising imports and a rigid control over consumer items 
point to some slackening in the rate of increase, if not 
some degree of contraction. Imports totalled $1.7 bil- 
lion in 1956 and $2.0 billion in 1957; import commit- 
ments for future delivery are estimated—by the Reserve 
Bank of India—to have declined from $2.1 billion in 
September 1957 to $1.8 billion in March 1958, while 
licences issued in this six-month period aggregated $628 
million—13 per cent below the rate for the first three 
quarters of 1957 and less than half the rate for the 
second half of 1956. 


In some of the countries in which exports were lower 
in 1957 than in 1956, imports in 1958 may be auto- 
matically curtailed through the direct link that exists 
between export receipts, local incomes and import de- 
mand, as in Burma, Ceylon and Nigeria, for example. 
This direct effect has been reinforced in some instances 
by domestic retrenchment—as in Rhodesia, for example, 
where cuts in public expenditure have been made and 
tighter controls placed on credit, especially in sectors 
with a high propensity to import. Similar measures to 
reduce the demand for imports have been adopted in 
the Sudan and on a much broader front in South 
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Africa; in the latter a continued fall in exchange re- 
serves in the first four months of 1958 has been coun- 
tered, not by a return to stricter direct controls over 
imports, but by a series of monetary measures—includ- 
ing restraint on bank credit and higher interest rates 
—tighter control over the use of export proceeds and 
over foreign transactions of a non-commercial nature, 
and by oversea borrowing both on the open market 
and from the International Monetary Fund. 


Australia has also sought to avoid a return to the 
stringent import controls of 1956, and though some 
restriction has been placed on textile imports, a steady 
decline in foreign exchange holdings appears likely, 
at least until the 1958/59 wool sales commence in 
September. Bolivia, Chile and Peru, where freer trade 
régimes have only recently been introduced, have also 
tried to avoid the reimposition of blanket controls: anti- 
inflationary policies have been pursued in the domestic 
economy while the deterioration in external balance has 
been countered by running down reserves, borrowing 
abroad and letting the rate of exchange depreciate. 
By May, notwithstanding the use of International Mone- 
tary Fund stand-by facilities, the decline in Chilean 
reserves had reached a point where drastic action was 
deemed necessary: all imports were brought to a 
virtual, if temporary, halt by a decree raising prior 
deposits to be paid by importers to one hundred times 
the peso value of the goods in question. 


The fact that control over imports—whether direct 
and quantitative or indirect, through local demand— 
has been so widely imposed and that so many countries 
are aiming at an import bill less than that of 1957 is 
likely to mean that in the aggregate imports into the 


primary exporting countries will expand tittle +f-et-all. 
1957 level of imports will involve an appreciable drain 
on reserves, except in the unlikely contingency of a con- 
siderable increase in the inflow of capital from the 
industrial countries. 


A decline in foreign trade will have universally 
adverse effects on the internal balance in primary ex- 
porting countries. In some it is likely to be a deflation- 
ary effect: where local incomes are directly and largely 
dependent upon activities in the export sector, there 
will be a tendency for equilibrium to be re-established 
at a lower level of expenditure. In- most cases, however, 
the effect is more likely to be inflationary: where it is 
chiefly the income of government (and foreign-owned 
companies) that is reduced by a curtailment of inter- 
national trade, the result is likely to be the appearance 
or enhancement of a budgetary deficit alongside a 
diminution in the supply of imported goods. The strain 
on the budget depends on the one hand on the extent 
to which the government is committed to maintaining 
incomes or supporting prices in the depressed export 
sector—as in the case of coffee in Brazil and butter and 
cheese in New Zealand—and on the other hand on the 


government’s dependence for revenue on the flow and 
price of exports and imports or on the profits of the 
export industries. This dependence is often very great 
and the threat to government revenue may prejudice 
public investment plans—as in Rhodesia where a major 
railway electrification scheme has had to be postponed 
—or newly adopted stabilization measures—as in Bolivia 
and Chile, where reduction in the deficit and an ade- 
quate supply of imported goods have been integral 
parts of the anti-inflationary programme. 

Even more important to the state of internal equi- 
librium, however, is the course of domestic production, 


interval, while in Australia lower earnings in primary 
(export) activities appear to be inducing some slack- 
ening in the growth of demand which may affect the 
output of the industrial sector into which a large pro- 
portion of recent investment has gone. A decline in the 
export sector—particularly in mining and smelting ac- 
tivity—is also expected to reduce the rate of expansion 
in the Belgian Congo. In Morocco a better harvest in 
1958 as well as increased activity in newly protected 
secondary industries are expected to raise the domestic 
product above the lower level to which poor crops and a 
decline in construction had reduced it in 1957. In Laos 
some growth in real product is expected, accompanied 
by a more or less comparable decline in prices. 

Viet-Nam is looking forward to a continuation of the 
previous expansion of about 3 per cent a year—reflect- 
ing colonization of new land, the settlement of refugees 
and the development of irrigation, as well as a certain 
amount of industrial investment. In southern Korea a 
4 per cent increase is envisaged, though shortage of 
imported raw materials may handicap some industries. 
The probable rise in real gross national product in 
Lebanon is estimated at a further 5 to 6 per cent between 
1957 and 1958 and in Ecuador at almost 7 per cent. 
In the Dominican Republic an even higher rate of 
growth—about 10 per cent—is predicted, while in China 
(Taiwan) the influence of a high rate of increase in 
industrial output—reflecting the fruition of earlier in- 
vestments—is likely to be lessened by the merely nomi- 
nal increase that is expected in agriculture. 

In the Central American countries agricultural output 
is actually expected to decline as a result of widespread 
drought, Nicaragua and Panama being the most se- 
verely affected; along with the curtailment of coffee 
exports under the Mexican Convention this may have a 
depressing impact on the domestic economy. Expansion 
in India will be affected by “a more difficult food situa- 
tion” and the inhibiting effect of import restrictions 
which may reduce supplies of some raw materials. 
This is possible in the Philippines also, where an 

austerity programme” was adopted late in 1957 be- 
cause of the serious deterioration which had occurred 
in internal as well as external balance. 
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On the whole the deterioration in external accounts 
is likely to exert a restraining effect upon the course of 
fixed capital formation in 1958, especially in’ those 
countries in which domestic equilibrium was also 
adversely affected in 1957. In Burma, where an expan- 
sion in public investment was largely responsible for 
the rise in imports and in inflationary pressures in 
1957, bank credit has been curtailed and the Govern- 
ment has indicated that development expenditures will 
be cut—even though capital provisions in the 1957/58 
budget were higher. In Rhodesia an economy drive in 
government expenditure and a contraction of credit 
available to the private sector are direct outgrowths of 
the deterioration in terms of trade. Deterioration in 
terms of trade is a key factor in Ceylon also and, irre- 
spective of the movement of production in real terms, 
further worsening is considered likely to bring about a 
reduction in both consumption and investment. In India 
it was the rapid decline in exchange reserves that took 
place in 1957 that necessitated some pruning and some 
postponement in the investment associated with the 
second five-year plan: some slackening in the pace of 
total new capital formation is expected even though 
public investment will again increase. New and higher 
taxes will at the same time restrain any expansion in 
private consumption; in this way—with the help of 
imports—it is hoped to contain the inflationary forces 
generated by expenditure under the plan. 


In French Equatorial Africa, government develop- 
ment expenditure is expected to be at a lower level in 
1958, but the decline may be offset to some extent by an 
expansion in private capital formation, particularly in 
the field of mining. Mining and smelting facilities— 
with their associated power supply—are also being de- 
veloped on an increased scale in French West Africa, 
but here public investment is expected to be maintained 
at the 1957 level. In the Sudan the large trade deficit 
incurred in 1957 is not expected to stand in the way of 
the greatly expanded development programme con- 
templated in the 1957/58 budget, but, taken in con- 
junction with the cut in imports made at the end of 
1957, this investment may have a severe inflationary 
impact. Difficulties of a similar nature have arisen in 
Turkey where rigid import controls are combined with 
a further instalment of an investment programme which 
necessarily has a high import content. In Chile, also, 
where during the past two years there has been an 
appreciable degree of underemployment of resources 
in the building and construction sector, government 
policies are moving toward increased investment not- 
withstanding the difficulties on external account occa- 
sioned by the decline in copper prices. The develop- 
ment programme is also going ahead in Iraq. 


Though domestic investment will probably be ad- 


versely affected in the process, improvement in the 
external balance is the major objective in New Zealand 
where, in addition to quantitative import controls, 
severe restrictions have been imposed on the volume 
of credit by means of a major increase in the reserve 
ratios of commercial banks. In Ghana, on the other 
hand, the more favourable terms of trade recorded in 
the second half of 1957 may be reflected in higher 
public investment: the rise in the cocoa price on the 
world market was not followed by an increase in the 
price paid to growers; as a result imports—at least of 
consumer goods—may be at a somewhat lower level in 
1958 and the external balance should benefit. 


In a few countries the action taken to protect ex- 
change reserves may stimulate higher output, either in 
export activities or in industries producing substitutes 
for imports that have been curtailed. However, in view 
of the insensitivity of demand to price changes in the 
case of many primary commodities and the fact that 
in some instances it was the rise in production in 1956 
and 1957 that underlay the weakness in world markets, 
expansion of exportable supplies seems unlikely to 
increase incomes. Indeed several groups of countries— 
including those producing mainly sugar or tin as well 
as the major coffee producers—are already embarked 
on policies of restricting exports or production in the 
belief that, by sustaining prices, this will help reduce 
the loss of income. 


The stimulus to import substituting industries is 
likely to be more decisive. However, investments made 
under the influence of import curbs imposed tem- 
porarily in defence of shrinking reserves may not 
always be in the best long-run interests of development 
in the primary exporting countries: since the stringency 
of such curbs almost inevitably tends to vary inversely 
with the essentiality of the item in question, resources 
tend to be attracted into temporarily profitable ac- 
tivities that might otherwise be expected to have a low 
priority in the normal pattern of economic growth. 
In consequence, the advantage accruing to domestic 
production in these countries from the protection 
afforded by emergency import controls may not always 
compensate for difficulties experienced in balancing 
external accounts. In most primary exporting countries 
these difficulties are enhanced by the importance of 
international trade not only for supplies of capital 
goods, raw materials and fuels but also as a source of 
incomes and government revenue. On the whole, a 
flourishing external sector is more likely to lead to 
balanced economic growth than is restrictive action 
impelled by a deteriorating balance of payments. It is 
the threat of such restrictive action on a wide scale 
that dims the prospects of 1958. 


Chapter 6 


RECENT TRENDS IN CENTRALLY PLANNED ECONOMIES 


Domestic Economic Activity 


INDUSTRIAL PRODUCTION 


Industrial production continued to rise in the cen- 
trally planned economies in 1957 but the rate of in- 
crease in aggregate output for the group was somewhat 
lower than in 1956 (see table 96). This slowing down 
was due mainly to an extremely sharp decline in the 
rate of expansion in mainland China from 31 per cent 
in 1956 to 7 per cent in 1957, a rate slightly below that 
of 1955. The minor decline in the rate of increase in 
the Soviet Union also had a significant effect, owing to 
its large weight in the total group output. 


In contrast to developments in mainland China and 
the Soviet Union, aggregate output of the other cen- 
trally planned economies increased at a higher rate than 
in 1956. This acceleration reflected in part the unusual 
circumstances in Hungary, where output recovered 
from the disruption of economic activity during and 
after the events of October 1956. Industrial production 
also increased at a higher rate in Czechoslovakia, East- 
ern Germany and Poland, while in Bulgaria, the rate 
achieved in 1956 was maintained in 1957. Only in 
Romania did industrial production increase at a slower 
rate than in the preceding year. 


Table 96. Indices of Industrial Production, by 
Country 


(Preceding year = 100) 


Country 1955 1956 1957 

Centrally planned economies, total...... LER re 10 
aN pc ee Mae PEL SiS rence aey Aire soy e.g HZ Le ear 
ChimAyiamniolkls ..do0nn0a5oocnence LOSES Oe 
Other eastern European countries, total 110 107 110 
ul gaia Wrenn tea eta! cham LOS.» lds «Ll 
Crechosiovakia a) cats. saa tent sae Lite 109 110 
Kastern Gemnanty scan gts 44 108 106 - 108 
PLURAL yon Nice esse ons ces Os oe ce 108 89 IN? 
POLand Gatien eve ees team ake 1D) 109 - 210 
RO MIAHIS Myc thlcs caty.o Suni een enee 114 110 = 109 


Source: Reports on fulfilment of plans and statistical yearbooks; 
Hsin Hua Semi-monthly (Peking). Group indices are weighted 
averages of country indices. The weights used were the averages 
of the ratios of output of electric energy and of industrial em- 
ployment in each country to the totals of the group. These 
indices should be considered only as broad approximations of the 
changes in aggregate output. 


In all countries the targets set for industrial produc- 
tion for 1957 were exceeded, and in some countries by 
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substantial amounts. This overfulfilment of plans is 
partly explained by the fact that the targets for 1957 
were set at rather moderate levels in order to permit 
elimination of the bottlenecks which had been present 
in earlier years. The ability to exceed planned output 
seems to indicate, however, that unexpected improve- 
ments were achieved in the supply of raw materials and 
the utilization of capacity. It is possible that one of the 
factors which contributed to these improvements was 
the relaxation of controls over individual enterprises, 
associated with the decentralization in planning and 
management; greater scope may thus have been given 
to individual enterprises to plan the composition of 


Table 97. Indices of Output of Producer and Con- 


sumer Goods, by Country 
(Preceding year = 100) 


Country and item 1955 1956 1957 

Bulgaria 

Producer goods....... 106.8 116.7 109 

Consumer goods....... 108.6 113.3 118 
China, mainland 

Producer goods....... 117.1 141.8 112 

Consumer goods....... 101.1 121.9 103 
Czechoslovakia 

Producer goods....... 108.8 110.9 109.7 

Consumer goods....... 113.1 108.1 110.9 
Eastern Germany 

Producer goods*....... 108.7 108.5 107.1» 

Consumer goods’...... 106.4 103.1 108.3» 
Hungary 

Producer goods*....... 108 93 109 

Consumer goods*...... 109 88 LS 
Poland 

Producer goods....... 111.2 110.6 109.2 

Consumer goods....... 111.8 107.2 110.0 
Romania 

Producer goods. ...... 120.2 Lis.2 LO 

Consumer goods....... 105.6 107.1 105.1 
USSR 

Producer goods....... 114.7 111.4 111 

Consumer goods....... 108.2 109.5 108 


eee 


_Source: Reports on fulfilment of plans; statistical yearbooks; 
Vierteljahreshefte zur Statistik, No. 4, 1957 (Berlin), and Hsin 
Hua Semi-monthly. 

* Heavy industry. 
» Estimated on basis of nine months. 
° Light industry and food industries. 
‘Industry under jurisdiction of central ministries only. 
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their output and their purchases of raw materials in a 
more efficient way. In addition, the greater independ- 
ence and encouragement given to local industries, 
co-operatives and handicrafts resulted in a much better 
utilization of local resources; in several countries the 
output of these enterprises consequently increased at a 
higher rate than that of large-scale industry.’ It should 
be added that in Poland and Bulgaria, the stimulus 
given to handicrafts and co-operatives was partly moti- 
vated by the need to find work for unemployed persons 
lacking the requisite skills for employment in industry. 


Output of consumer goods increased more than that 
of producer goods in all centrally planned economies, 
except the Soviet Union, Romania and mainland China; 
for the third consecutive year the rate of increase in 
the output of producer goods in these three countries 
exceeded that of consumer goods (see table 97). The 
difference between the respective rates of increase in 
the two sectors was very marked in mainland China and 
Romania, two countries where the share of producer 
goods in total industrial production is much smaller 
than in most other centrally planned economies. 


It is significant that in all countries where industrial 
production increased at a higher rate than, or at the 
same rate as, in 1956, this was accounted for exclu- 
sively by the acceleration of growth in consumer goods 
industries. While this relationship may have been due 
to various causes, it seems that an important factor in 
the acceleration was the availability of unused re- 


In Bulgaria, total industrial production increased by 15 
per cent, exceeding the planned target by 7 per cent. Output 
of handworkers’ co-operatives rose by 32 per cent, or 12 per 
cent in excess of planned output, and industries under local ad- 
ministration increased their output by 26 per cent. Similarly, 
in Czechoslovakia the plan for total industrial output was ex- 
ceeded by 2 per cent while output of co-operatives exceeded the 
targets by 5 per cent. In Poland, targets set for industry were 
exceeded by 6 per cent and those for co-operatives by 15 per cent. 


sources—both plant and manpower—in the consumer 
goods sector; improvement in the supply of raw mate- 
rials in 1957, permitted the greater utilization of those 
resources, thus accelerating the over-all rate of growth 
in industrial production, 


Within the producer goods sector, output of elec- 
tricity, coal, crude oil and ferrous metals rose in most 
instances at a lower rate than in 1956.2 In the Soviet 
Union, the total output of fuel and power expanded at a 
somewhat higher rate than during the preceding year, 
the slackening in the rate of increase in production of 
coal and crude oil being somewhat more than offset by 
an acceleration in the output of natural gas, peat and 
hydroelectric power (table 98). 


The effect of these changes on the supply of fuels and 
metals was modified in several countries by changes in 
foreign trade, and although output of fuel and power 
in eastern Kurope, excepting the Soviet Union, increased 
less than in 1956, apparent consumption rose slightly 
faster (see table 99). This improvement was, however, 
entirely due to changes in Bulgaria, Eastern Germany 
and Hungary. Only in Bulgaria did the supply of fuel 
and power rise more rapidly in relation to industrial 
production than in 1956. In all the eastern European 
countries excepting Hungary, the supply of rolled steel 
also rose less in relation to industrial production than 
during the preceding year. Steel supply in fact, in- 
creased at a slower rate than in 1956. 


In mainland China, however, the rate of increase in coal 
exceeded—and that of crude oil production probably exceeded 
—the rate of the preceding year; in Hungary, production of 
metals, power and fuel (except crude oil) increased in 1957 as 
compared with a decline in 1956; and in Bulgaria and Eastern 
Germany, as a result of recent large investment in coal mining, 
the output of brown coal increased at an accelerated rate. 
Despite the rise in the rate of expansion in these three eastern 
European countries, the aggregate output of fuel and power in 
the European centrally planned economies, excluding the Soviet 
Union, increased at a slower rate than in 1956. 


Table 98. Indices of Output of Fuel, Power and Selected Basic Materials 
(Preceding year = 100) 


Other eastern 


European 
Item USSR countries China mainland 
1956 1957 1956 1957 1956 1957 
i ] and FOYE skeie ave 2 111.4 iPS 102.9 101.9 ee ee 
yond 139 : Abit y Weta s 109.7 107.9 103.1 103.0 Ie? eee? 
igi cael s sakes cence ss. 109.8 107.9 ine aa Ram oe 
Brow l and lignite..... 109.5 107.7 103. ; oe as: 
Crude oil acy = a : te leary 118.4 vas 100.5 98.2 120.0 140.0¢ 
Electric energy....<-«-+s--++- 112.8 109.1 108.9 106.4 135 114.4 
PSS ON AAR a + wa oe a oo eins s 107.5 103.4 OWee 106.7 125.9 122.6 
Bollad aieel. oc id siclece ns sea 107.1 106.3 108.2 107.6 Wow) 114.2¢ 
Aes (pene er aerarae tie wie ae eave 110.6 116.2 106.1 109.8 142.0 104.7 
crO bere ees Ce ra moo o> 102.9 ible 103.9 109.8 Bi aie 


nnn eT 


Source: Reports on fulfilment of plans; statistical 
earbooks; Ae on primary fuel and power from 
nited Nations, Economic Survey of Europe in 1957 

(sales number: 58.II.E.1); Hsin Hua Semi-monthly 

and estimates of the Secretariat. 


Coal, oil, natural gas, oil shale, peat and hydro- 
electric power, in terms of heat value. 


b On ton per ton basis. 


¢ Planned. 
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Table 99. Selected Indices of Production and Apparent Consumption of Basic Materials 


(Preceding year = 100) 


oe ee ee EE ee 
1956 1957 ' 
Apparent consumption 


Apparent consumption i E 
Industrial — Production Industrial = Production 
Country production papery Pane Be ceke production ie ae 9 ani h 
power steel power steel 
Bulgaria akmecte ce tse. 114.9 106.7 121.04 115.4 115 113.4 105.88 110.9 
Czechoslovakia............ 109.4 108.0 109.8 110.5 110.2 105.7 106.8 107.1 
Eastern Germany.......... 106.3 102.2 110.1 108.7 107.6 103.6 109.1 104.9 
ELUA A eee ane ae 88.5 94.9 88.2 95.8 eC 116.6 124.4 104.8 
Poland es Sere fone 109.0 108.0 107.9 109.8 109.6 107.0 103.6% 108.5 
JNOVMENNENS oo Gog cooaono be 6 110.4 111.0 ne M326 108.5 100.9 ay nee 
Total, above countries 106.9 105.5 aa 108.9 109.7 106.0 Sak 106.4% 


ene ees ee a 


Source: See sources to tables 96 and 98. 
= Production. 
> Excluding Romania. 


In spite of the slower increase in the supply of metals, vented the achievement of plans in several branches of 
fuel and power in relation to industrial production, engineering. 
there seems to have been, at least in some countries, a 
certain easing of supply difficulties. This improvement 
was probably the result of shifts towards consumption 
goods in aggregate output and of the general slowing 
down in rates of growth in output of heavy machinery 
and armaments. In Eastern Germany and Czechoslo- 


The highest rates of increase in the producer goods 
sector were achieved in the chemical industries and in 
the output of building materials. Output of cement and 
bricks was stepped up in most countries in connexion 
with expanded programmes of housing construction; 
this output substantially exceeded the rates of increase 


vakia, however, deficiencies in supplies of special steels : : c 
: achieved in 1956. 
were a factor preventing the fulfilment of the plan for 
production of heavy machinery, and in Poland the The expansion in the output of consumer goods was 
shortages of steel plates and of non-ferrous metals pre- facilitated in several countries both by an increase in 


Table 100. Indices of Industrial Production of Selected Consumer Goods 
(Preceding year = 100) 


Country and year Cotton Woollen st Leather Vegetable 
fabrics fabrics fabrics shoes Meat Butter oils® Sugar 

Bulgaria 

NOS OR ees core Eco er Oat Se 139.4 112.8 114.0 128.4 112.8 169.8 

Re EAN EG Se Ries a ee 106.1 104.7 120.0 130.0 106.3 156 113.3 109.3 
Czechoslovakia 

LOS OTRA A eee on cco eer: 102.8 93.4 97.8 96.4 111.6 113.7 110.0 90.0 

OS EWA. tes la toes ee tn a Oi 103.8 104.0 128.4 107.2 105.9 99.5 133.6 
Eastern Germany 

OS OF sinee tt hace tector 106.1 82.0 94.0 97.7 106.2 97.6 105.6» 85.7 

LOS Teper eaten eters Cashit eden: 104.2 108.3 he 102.7 106.7 107.0 92.2 ae? 
Hungary 

OS Giger ny eek or oer its 75.9 84.6 82.3 110.2 La 78.7¢ Sie 

JOSH ha oun seein Par eae eee 114.9 12201 114.1 128.9 102.3 96.4 105.6 139.0 
Poland 

OS Opa Sah scr scien homes 99.3 100.7 105.2 eel: 21.7 101.6 104.9 79.3 

Tey wc ae NN 100.9 100.3 106.5 107.8 114.1 126.3 89.7 136.2 
USSR 

G5 CREE aetna stain te 92.3 106.1 143.4 105.7 105.4 119.9 130.6 La 

LO Si eerceanete arent ahi an ok NO 105.3 106.7 108.7 116.5 111.9 108.8 103.1 


Source: Reports on fulfilment of plans and statistical yearbooks. 
® Excluding oil for industrial purposes. ; 

> Margarine only. 

° Sunflower oil only. 
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the supply of domestic raw materials allocated to the 
consumer sector and by an increase in imports. Produc- 
tion of consumer durables, in particular of passenger 
cars and of furniture, was accelerated in most countries. 
The expansion of output of semi-durables such as tex- 
tiles, clothing and shoes, was primarily the result of 
substantial increases in imports of cotton, silk, artificial 
fibre, hides and wool by several eastern European 
countries® (table 100). 


Within the food processing sector, the expansion of 
the most important branches was somewhat less exten- 
sive than in 1956 when the rates of increase were gen- 
erally very high. Output of meat rose less than in 1956 
in all countries except the Soviet Union and Eastern 
Germany, but the increases in these two countries were 
sufficiently important to raise the aggregate rate of 
increase from 9 per cent in 1956 to 14 per cent in 1957.4 
Output of butter also increased less than during the 
preceding year in all countries except Eastern Germany 
and Poland.° The increase in aggregate output of edible 
oils and of sugar in eastern Europe was much less than 
in 1956; for sugar, this was mainly because of a decline 
in the rate of increase in the Soviet Union, and for 
edible oils it was because of a reduction in the rate of 
increase in some countries and an absolute fall in 
others. 


Except in Bulgaria, where output per man showed no 
increase, the rise in industrial production was, as in the 
preceding year, achieved mainly through an increase in 


* The aggregate output of leather shoes in eastern Europe in- 
creased as much as 16 per cent in 1957 compared with only 3 
per cent in 1956; aggregate output of textiles recovered from 
its 1956 fall and in 1957 somewhat exceeded the 1955 level. 


“Tn eastern Europe, exclusive of the Soviet Union, the aggre- 
gate output of meat increased by 14 per cent in 1956 and 9 per 
cent in 1957. 

* Aggregate production of eastern Europe increased by 12 
per cent in 1957 as against 14 per cent in 1956; exclusive of the 
Soviet Union, the corresponding figures were 2 per cent in 1956 
and 11 per cent in 1957. 


output per man rather than through higher employ- 
ment (see table 101). The rate of increase in output per 
man slackened, however, in all countries with the ex- 
ceptions of Poland and Hungary. The slackening was 
due in part to the fact that in several countries the work 
week was shortened in 1956 and still further reduced in 
1957. Employment increased at an accelerated rate only 
in Bulgaria, Czechoslovakia and Eastern Germany. 


It may be of interest to note that the three countries 
where employment increased more rapidly than in 1956 
were also those which experienced the most significant 
acceleration in the output of consumer goods and the 
greatest deceleration in the rate of increase of output 
per man. Both the slackening of the rate of increase of 
output per man and the acceleration in the rate of 
growth of employment may thus be due to the generally 
higher labour requirements per unit of output in con- 
sumer goods industries. It should be added that a simi- 
lar shift in Poland and Hungary did not result in any 
deceleration in the rate of increase of output per man. 
In Hungary this was due to the fact that the decline in 
output in 1956 had not been accompanied by a reduc- 
tion in the number of workers on the payrolls. The 
recovery in output per man in 1957 had still not carried 
it to the level prevailing before the October disturb- 
ances. In Poland the existence of “hidden unemploy- 
ment” in industry was probably an important factor 
accounting for the rise in output per man.°® 


As was noted in the World Economic Survey, 1956, 
a problem of unemployment had been encountered in 
Bulgaria, Hungary and Poland during 1956. Although 
conclusive data are not available, it appears that this 
situation improved in 1957. The two factors which 


®Tt was officially stated that even with existing techniques a 
substantial proportion of labour employed could be dispensed 
with, without reducing industrial production. Although it is 
probable that “hidden unemployment” exists also in other 
countries, apparently the problem is of greater importance in 


Poland. 


Table 101. Indices of Employment and Output per Man in Industry 
(Preceding year = 100) 


nn See aaa 


1955 
Country Number Output 
of wage per wage 
earners earner 
Baleariso sere see ce paysi- 103.1 104.6 
China, Pea eis ste > 101 109.6 
Czechoslovakia......... 102.2 107.9 
Eastern Germany....... 100.3 107.5 
PRG GRY A oisig a orrin.s ee << 100.7 106.1 
Palaidmeeactt coves css 104.6 106.5 
RG YHata wets re oe 104.0 109.3 
WSS Ree ee ceeee ts eke 104 108 


Source: Reports on fulfilment of plans; statistical 
yearbooks; Siatisticheskt Izvestia, No. 1,_ 1958 
(Sofia) and Statisztikai Havi Kézlemenyek, No. 12, 
1957 (Budapest). 


1956 1957 

Number Output Number Output 
of wage per wage of wage per wage 
earners earner earners earner 
107.8 107.0 114.7 99.8 
113 120 aa er 
102.4 106.8 104.1 105.9 

96.2 110.5 102.4 1056¢ 
101.7 89.8» 100.8 110. 
104.2 104.6 103.4 106 
101.6 108.7 100.2 108.3 
104. 107 103 106.5 


* Industry under central administration. 

b Average January—September: 102.5. 

¢ 96.3 in relation to the average of January— 
September 1956. 
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helped to absorb at least part of the unemployed labour 
force were, on the one hand, the expansion of handi- 
crafts and small-scale industry and of service establish- 
ments in both the socialized and private sectors of the 
economies and, on the other, an outflow of labour to the 
countryside. Whereas in Poland these were probably the 
most important factors, in Bulgaria the situation was 
also improved by the emigration of about 13,000 
workers to the Soviet Union and Czechoslovakia. In 
Hungary, which had also encountered a problem of 
unemployment during 1956 and in the early months 
of 1957, the recovery of industrial production and the 
emigration which followed the events of October, to- 
gether with the return of some workers to the country- 
side, resulted in a substantial reduction in the number 
of unemployed. 


AGRICULTURAL PRODUCTION 


Weather conditions in 1957 contributed to a substan- 
tial increase in agricultural output in some countries, 
while in others they had an adverse effect. In Bulgaria, 
mainland China, Hungary, Poland and Romania, the 
grain harvest exceeded that of 1956 and was substan- 
tially above the 1953-1955 average. For the group as a 
whole, however, total output fell short of 1956 because 
of a 12 per cent decline in the grain harvest in the Soviet 
Union caused by a severe drought in Kazakhstan, the 
southern Urals and the Volga region (see table 102). 
The area affected by the drought includes about 70 per 
cent of the land brought under cultivation during the 
past three years, and the increase in output of other 
areas was not sufficient to offset the decline. In this 
respect the situation differed from that of 1955 and 
1956: in 1955, Kazakhstan and the eastern region had 
a poor harvest, but the other areas achieved excellent 
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results and total output of grain was increased by some 
25 per cent; and in 1956, though output fell in the 
Ukraine as a result of frost, a good harvest in the 
newly cultivated areas of Kazakhstan and the eastern 
regions raised the total grain output by 20 per cent 
above the level of 1955. 


Among the other major crops, output of sugar-beets 
was exceptionally good in all countries, and production 
for the area as a whole was the highest ever recorded. 
The potato harvest, however, in three major producing 
countries, namely, the Soviet Union, Poland and 
Czechoslovakia, was lower than the very good crop of 
1956. In the Soviet Union the output of cotton was also 
lower than in 1956 but it was the highest on record in 
mainland China.’ 


Total crop production was lower than in 1956 in the 
Soviet Union and Czechoslovakia. In the Soviet Union 
the decline came after two successive years of substan- 
tial increases, and the absolute level of output remained 
higher than in any year except 1956. However, the rise 
in livestock numbers increased fodder requirements, 
and the 40 per cent decline in production of maize and 
the decline in output of other fodder grains during 
1957 may be of consequence for the much stressed de- 
velopment of livestock. In Czechoslovakia, total crop 
production declined for the second consecutive year by 
about one per cent in 1956 and 4 per cent in 1957, 
but in spite of this it was still substantially above the 
average of the last five years. In all other countries 
over-all crop production was higher than in 1956. 


7 The figures on cotton production in these two countries are 
as follows (in millions of tons) : 


1952-1954 
average 1955 1956 1957 
China, mainland.... 1.18 LS 1.45 1.64 
WSS Re ew ine oe 4.05 4.00 4.50 4.40 


Table 102. Output of Major Crops 


(Millions of metric tons) 


Grain Sugar-beets Potatoes 
Country 1953-1955 S 

average 1956 1957 a uee: 1956 1957 a 1956 1957 
Bisa eee! 3.9 3.4 4.7 7 9 1.4 
China, mainland.......... 146.5 160.7 163.0 74> B62 38 73 18 % 
Grachoslovaliaee. ie 4.8 5.4 5.2 5.8 4.6 6.8 8.6 90.6 8.8 
Fastern Germany... ...... 5.6 5.3 “5.4 6.6 4.9 6.8 143° 148 15.9 
Hinary gre 6.1 5.2 7.0 2.2 1.9 2.4 2.1 2.1 2.9 
Ponti tee 11.2 12.1 13.6 7.0 6.4 7.6 31.4 38.1 35.0 
Roncniaee ee hn 8.8 7.1 11.4 1.6 15 2] 2.4 2.7 
UCR ate eo taean a 89.3 123.7 109.5 24.7 32.5 39.4. 96.0 87.2 


Source: Reports on fulfilment of plans; statistical yearbooks; 
United Nations, Economic Survey o Europe in 1957; Hsin Hua 
Semi-monthly; USSR grain output estimated on basis of the 
planned targets for 1960, indices of grain output for 1950-1956, 
reported percentage increase 1953-1957, and a statement in 
Planovoe hozyaistvo, No. 2, 1956 (Moscow): “Gross output of 
grain in the Kazakh SSR in 1960 will increase compare with 
1955, five times, and the relative share of the Repubits in the 
output of grain in the country will increase to 12.9 per cent 


instead of 4.5 per cent in 1955.” Since these target increases are 
expressed in rounded figures, the estimates given in the table 
may understate or overstate actual output. 


® Wheat, rye, barley, oats, maize f i i 
Pa EV y aize for grain, and paddy in 


» Including sugar-cane converted into beet equivalent by 


applying approximate average rates of sugar extraction from 
beets and from cane. 
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In Poland and mainland China® the percentage in- 
creases in output were small, but in Bulgaria, Hungary 
and Romania, which had suffered from bad harvests 
in 1956, crop output increased substantially. 


The changes in output of animal husbandry in 1957 
were in most countries closely related to the preceding 
year’s fodder crops. In Romania, which had suffered 
from a poor harvest in 1956, both live stock numbers 
and production of meat appear to have declined in 
1957. Livestock numbers also declined substantially in 
Hungary, although output of meat increased slightly 
because of a higher rate of slaughtering. In Bulgaria— 
another country which had a bad harvest in 1956—the 
situation in 1957 was only slightly better.° In Czecho- 
slovakia and Eastern Germany, where the decline in 
fodder crops was less marked than in the other coun- 
tries affected by bad harvests in 1956, output of meat 
and milk increased slightly in 1957; their livestock 
population, however, remained practically unchanged. 
By contrast, in Poland, the relatively good harvest of 
1956 contributed to a substantial increase in livestock 
numbers and in output of milk and meat (see table 


103). 


In the Soviet Union livestock numbers increased sub- 
stantially between 1 January 1957 and 1 January 1958, 
although it is possible that this increase was largely 
the result of a reduction in the rate of slaughtering dur- 
ing the last three months of 1957. Output of meat, 
especially of pork, also increased in 1957, but its rate 


5 In Poland the 9 per cent decline in potato crops and poor 
results for some other crops partly offset the effect of the 12 
per cent increase in output of grain and as a result total output 
of crops increased by only 2.5 per cent. In mainland China 
industrial crops increased more than grain output and the crop 
of soya beans was lower than in 1956. Total crop production 
increased by approximately 3 per cent. 

°In Bulgaria, production of milk increased but output of meat 
apparently remained at its 1956 level; the number of sheep 
seems to have declined and output of wool fell by 5 per cent. 


of increase cannot be determined for lack of conclusive 
information.2° 


Despite the divergences in the movement of crop and 
of livestock production, the increase in over-all agri- 
cultural output in Bulgaria, Hungary and Romania was 
sufhcient to wipe out the losses of 1956 (see table 104). 
In Eastern Germany, there was a further substantial 
increase above the post-war peak of 1956, mainly as a 
result of an increase in fodder crops. Similarly, a post- 
war peak was reached in mainland China and Poland, 
although in these countries the rate of increase was 
lower than that of 1956. Finally, in the Soviet Union 
and Czechoslovakia, total agricultural production de- 
clined after having reached a post-war peak in the 
previous year, In the Soviet Union the decline may have 
been of the order of 5 per cent; it was, however, only 
slight in Czechoslovakia. 


Government policies towards agriculture in 1957 
tended to further the expansion of agriculture in all the 
countries of the group; the general tendency was to 
continue the policy introduced in 1956 of placing 


** The report on fulfilment of the plan for 1957 confines itself 
to the following statement regarding meat: “In 1957, output of 
meat, especially pork, increased.” But Pravda, of 28 February 
1958, announced that “taking into account the increase in live- 
stock, output of meat rose by 38 per cent from 1953 to 1957”. 
The report on fulfilment of the plan for 1956 indicated that 
between 1953 and 1956 output of meat rose by 11 per cent. 
Since it is not clear whether the latter figure relates to slaughter- 
ing of livestock or whether it also takes into account the increase 
in livestock population, no conclusion can be drawn with respect 
to the output of meat in 1957. 


*! Assuming that the output of animal husbandry (which in 
1957 represented 37 per cent of total output of agriculture) 
increased at the rate indicated for livestock numbers. This con- 
clusion is partly substantiated by the fact that whereas indus- 
trial production rose by 10 per cent in 1957, national product 
rose by only 6 per cent. In addition, the planned rate of in- 
crease in agricultural output for 1958 was set at 17 per cent; 
as this is much higher than the rates in 1955 and 1956, it sug- 
gests, in part, an anticipated recovery from a fall in output in 


1957. 


Table 103. Livestock Numbers and Production of Animal Husbandry,1957* 
(Preceding year = 100) 


Hee ee eee eee ee een EE 


Number of Production 

eae Cattle Pigs Sheep Meat Milk Eggs 
i 111.0 100.7 

|S Pars gp ge ee tee ae OA: one aa Dae 
Peet lowes 5 a eae 99.0 101.2 93.0 104.9 100.7 107.6 
Eastern Germany........ 100.3 ae 105.1 106.5 105.1 oe 
Dae Bide 1 91.4 91. ns had Rito — 
Pana Oe le ais 99.0 107.0 95.6 108.5 106.2 99.1 
i hae a oly oe 108.6 108.6 Daal Aaits 111.4 110.0 


Source: Reports on fulfilment of plans; statistical 
yearbooks; Statistische Praxis, No. 3, 1958 (Berlin) ; 
Statisztikai Havi ee og Nos. 3, 5 and 12, 
1957; Voprosy Ekonomiki, No. 3, 1958 (Moscow). 

s Livestock data based on livestock counts 
during the followin months: Czechoslovakia: 
December; Eastern Germany: September; Hun- 


gary: October; Poland: June; USSR: January. 


b Changes in the number of cows differ in some 
cases substantially from those in the total number 
of cattle. The comparable figures are: for Czecho- 
slovakia, 99.8; Eastern Germany, 99.7; Hungary, 
97.6; Poland, 103; and USSR, 108.3. 
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Table 104. Indices of Agricultural Production 
(Preceding year = 100) 


Couniry 1955 1956 1957 
eee es 110.3 93.3 108.6 
Chima, mainland. ........ 107.7 1044.6 104 
Czechoslovakia... . 2... .. 110.5 102.0 90.4 


Eastern Germany......... 1013 101.2 lll 
ae eee 112 88 112 
Pn Si ccs 102.5 107.6 104 
BRN s. oc cee ec 118.9 79.6 <x 


Source: Reports on fulfilment of plans; statistical yearbooks of 
Bulgaria, Czechoslovakia, Eastern Germany, Hungary, Poland 
and Romania; data communicated to the United Nations 
Seeretariat by the Governments; Hsin Hua Semi-monthly, and 
Nepgecdasagi Merlegek, Realjovedelmek, 1956 (Budapest). 

* In 1955 prices, as indicated in the reply of the Government 
ef Bulgaria te the United Nations questionnaire of November 
L957 om economic trends, problems and policies, 1957-1958. The 
report en fulfilment of the plan for 1957 gives a 16 per cent 
imerease fer that year. This is probably derived from an index 
ealeulated in 1939 prices. In some of the preceding years the 
differences between the two indices were quite considerable. 
Thus, the imcrease in 1955, in 1939 prices, was 18 per cent, 
compared with the 10 per cent increase shown in the table. 


greater reliamce on peasants’ initiative by measures 
including, in addition to an increase in agricultural 
prices, the reduction or abolition of compulsory deliv- 
eries and a lessening of the role of central authorities 
in the planning and management of individual farms. 
In Hungary, where the co-operative sector of agricul- 
ture was reduced from 21] per cent of the sown area in 
June 1956 te 12 per cent in December 1957."? the abo- 
litien of compulsory deliveries in 1956 was followed by 
other measures tending to encourage private farming; 
these included the removal of some restrictions on the 
sale and renting of land and the guarantee of tenure 
te private owners. In 1957, for the first time, the Gov- 
ernment abstained from regulating the area to be sown 
under various creps.** In Poland, the reforms initiated 
in 1957 were followed by a further reduction in com- 

** In December 1956, it fell to 9 per cent but subsequently it 
increased slightly. 

** Under the prevailing price structure, this resulted in a shift 
tewards fodder creps. thus improving the prospects for an in- 
crease im Lvesteck preduchoen. 


pulsory delivery quotas and a virtual elimination of 
collective farming. The supply of equipment and 
fertilizers to private farms was increased substantially. 
The effect of this policy was a considerable improve- 
ment in the efficiency of private farming. This resulted 
in a rise of 2.5 per cent in the area under grain and 
it probably also contributed to the increase in yields. 
Similarly, in Romania, governmental control over agri- 
culture was considerably reduced through the abolition 
of compulsory deliveries. 


The relaxation of governmental controls, together 
with the changes in output, had a considerable influence 
on the procurement of agricultural produce by govern- 
ment agencies. In Hungary and Poland, where compul- 
sory deliveries were either entirely abolished or greatly 
reduced, centralized purchases of grain were lower than 
in 1956 (see table 105). Not all of the decline, however, 
was due to the reduction of obligatory deliveries, since 
in Poland even the planned quotas were not achieved. 
The reduction in centralized acquisition of grain did 
not have an adverse effect on supplies to the urban 
population; in Poland it was balanced by an increase 
of peasants’ sales on the free market and in Hungary, 
in addition, by a reduction of rural purchases from 
central stocks. In Hungary these factors, together with 
large imports, enabled the Government to build up 
central grain stocks in order to provide for a normal 
bread supply until the next harvest. In contrast to pro- 
curement of grain, governmental purchases of livestock 
products rose considerably in Poland, despite the de- 
cline in compulsory deliveries; this resulted from the 
increase in free sales brought about by substantial in- 
creases in prices paid to the peasants. In Hungary, 
procurement of livestock products was generally also 
more successful than that of grain, partly because of 
relatively more favourable prices. 


** On the other hand, in Bulgaria and in Czechoslovakia, the 
relaxation of governmental controls over the composition and 
disposal of agricultural produce was accompanied by a further 
extension of the collective farm sector. The drive towards fur- 
ther collectivization, which in the earlier period had weakened 
the incentive to greater production among the peasants in most 
of the centrally planned economies, does not seem to have 
affected output in Bulgaria and Czechoslovakia in 1957. 


Table 105. Procurement of Major Agricultural Products, by Country 
(Thousands of metric tons) 
Seen nc crc cer c ccc ccc ccc c ccc c ccc cc cc ccccc ccc cmc cnn nec cE Sa aciaacesiaisaeeimnaad 


: Grain 
Country — 
£356 £387 1956 
Bulgaria... ... ~—e 6 oie 204 
Eastern Germany... . .. i : 866 
Hungary. ............ 1,506 1,373 426 
ee eee 2.143 1,094 
oS eS .. 4123 37,300 4,449 


Milk Eggs 
1957 1956 1957 1956 1957 
211 283 329 473 447 
926 3,302 3,586 Site 1,491 
434 529 511 430 370 
1,225 2,514 3,046 1,646 1,658 
9,000 Lat 20,500 Ste 4,250 


—$—$ eee 


_ Seurce> Stutistichesti evestia, No. 1, 1958; Statistische Praxis, 
No. 3, 1958; Nansstikei Havt Kézlemenyek, No. 12, 1957; 
Rocznié Statistyezny, 1957 (Warsaw); Biuletyn Statystyczny 
Ne. 2, 1958 (Warsaw); Dostizhenia Sovetskoi Plesti za 40 Let. 


1957 (Moscow); Zasedania Verkhovnogo Sov 
(Mos 0 eta SSSR, (Devya- 
taya Sessia); Pravda (Moscow), 27 : i 
Statistiki, No. 6, 1957 Ghanask pram feeii: a 
* Live weight. > Million. 
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In Eastern Germany, where there was little change 
in compulsory delivery quotas, a rise in prices for both 
compulsory deliveries and free sales to the Government 


resulted in an increase of procurement in relation to 
output.?© 


In the Soviet Union, a sharp decline in procurement 
of grain was entirely due to the fall in output. State 
procurement declined by about one-third from the ex- 
tremely high level of 1956 but remained only slightly 
below the 1955 level, as shown by the following figures 
(in millions of tons) : 


1954 1955 1956 1957 
SE ee ee 84. 103 124 110 
Procurement....... 35: 38 54 ove 
Giihersg a, es, cis 49 65 70 73 


Source: For output see table 102. Procurement data derived 
from Pravda, 6 February 1957, reports on fulfilment of plans in 
1955, 1956 and 1957, and Zasedania Verkhovnogo Soveta SSSR 
(Devyataya Sessia), 19-21 December 1957 (Moscow, 1958). 


The amount of grain left at the disposal of the farms, 
however, increased by about 7 per cent in 1957. This 
change in the distribution of current output was made 
possible by the very great accumulation of grain stocks 
out of the 1956 harvest; and despite the decline in pro- 
curements in 1956, the existing stocks were officially 
considered as sufficient to meet current needs. Procure- 
ment of livestock products in the Soviet Union, on the 
other hand, increased considerably above 1956, per- 
mitting a continued improvement in supply of meat, 
milk and eggs to the urban population. A substantial 
improvement also occurred in the procurement of fruit 
and vegetables. These changes to a large extent reflected 
the response of the peasants to the increases in prices 


15 This can be seen from the following percentage increases 
over 1956: 


Pro- 
Output curement 
rns se savic cer ber ets ie 1 5 
REALS tie cc a tee ace eo whe Z 10 
RAR hers oe eile ouac7 av ois 5 9 
ee Pre) a oiler ao wae > 8 6.5 6.9 
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paid for some agricultural produce which, in the case 
of fruit, were associated with the complete abolition of 
compulsory deliveries. 


ALLOCATION OF NATIONAL PRODUCT AND 
PRESSURE OF DEMAND 


In the Soviet Union and mainland China, the rate of 
growth in national product was very much lower than 
in the preceding year. Some deceleration in the rate of 
expansion also took place in Poland. In several coun- 
tries of the group, however, national product increased 
more rapidly in 1957 than in 1956 (see table 106). 


In most countries the changes in the rate of expan- 
sion of national product reflected fluctuations in agri- 
cultural production. The impact of these fluctuations 
was most significant in the Soviet Union, where the 
decline in the rate of growth, from 12 per cent in 1956 
to 6 per cent in 1957, was almost entirely due to 
changes in agricultural output. Similarly, in Poland 
the slackening of the rate of growth of national product 
was the result of the slower growth in agricultural 
output. In mainland China, however, where the rate of 
expansion in national product also slowed down, the 
deceleration was exclusively due to the sharp decline 
in the rate of increase in industrial production. 


Amongst the countries where national product rose 
more than during the preceding year, only in Czecho- 
slovakia was the acceleration entirely due to a higher 
rate of increase in industrial production. In Hungary, 
recovery of both industry and agriculture from the 
1956 decline contributed to the rise in national product 
which, in 1957, approximately regained the level estab- 
lished in 1955. In all the other countries the rise in 
agricultural output played a significant role in raising 
the over-all rate of expansion of national product in 
1957. In Bulgaria, where industrial production in- 
creased in 1957 at approximately the same rate as 


Table 106. Indices of National Product, Investment and Retail Sales 
(Preceding year = 100) 


Net national product*® 

eae 1955 1956 1957 
ered geval pe erdioie oki 110 105 108 
China, mainland........ 107 112 105 
Czechoslovakia......... 109 105 107 
Eastern Germany’....... 105 103 107 
BRSETY oda winnie nes 109 89 1104 
Poland aeewer chas oa 108 108 107 
Yiiieiiee |e nee e eee ae aoe ata 
USSR Sy RY Seve Se ACE 112 TZ 106 


Source: Statistical yearbooks; reports on fulfilment of plans; 
Hsin Hua Semi-monthly. ; 

® For China, mainland: net value of industrial and agricultural 
output estimated on the basis of gross value data adjusted by the 
1956 ratio of net output to gross output for each component. 

b Bulgaria: contra controlled investment only; Romania: 


Gross fized investment Retail sales 

1955 1956 1957 1955 1956 1957 
109 101 82 112 115 110 
(DNs, 163 89 102 119 109 
109 yy) 108 110 109 108 
lil Heal 109 106 104 107 

95 89 85 105 11 105 
104 103 104 11] 115 114 
lil 112 91 110 113 114 
110 117 iby 105 109 114 


State and co-operative sector; USSR: State and co-operative 
sector exclusive of co-operative farms. For all the other coun- 
tries, total fixed investment. 


¢ All data in current prices. 


4 Estimated: see footnote 18 to this chapter. 
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during the preceding year, it was the substantial rise 
in agricultural output in 1957—following the 1956 
decline—that was chiefly responsible for the acceler- 
ated growth of national product. Similarly, in Romania 
the recovery of agricultural production from its fall 
in 1956 seems to have offset the effect of the deceleration 
in the rate of growth of industry and to have raised the 
rate of expansion of national product above that 
achieved in 1956. Even in Eastern Germany, where the 
rate of growth of national product more than doubled, 
the increase in agricultural output was of decisive 
influence. 


A significant feature of the economic situation in 
1957 was a general slowing down in investment ac- 
tivities as compared with 1956. Poland was the only 
country where gross fixed investment increased at a 
slightly higher rate than during the preceding year. 
In the Soviet Union the rate of increase fell from 
17 per cent in 1956 to 12 per cent in 1957 and in 
Czechoslovakia and Eastern Germany the deceleration 
was much sharper, the decline being from 22 and 31 
per cent respectively in 1956, to 8 and 9 per cent in 
1957. In all other centrally planned economies, State 
fixed investment declined in absolute terms. The most 
significant change took place in mainland China where 
the 63 per cent increase in 1956 was followed by an 
11 per cent decline in 1957. In Bulgaria, Hungary and 
Romania, investment fell by 18, 15 and 9 per cent 
respectively. In Hungary this was the third year of 
decline and it exceeded the percentage reductions of 
the two preceding years. It should be added that the 
plans for 1957 in all centrally planned economies pro- 
vided for a slowing down of the rate of increase or for 
an absolute decline in State expenditure on fixed in- 
vestment. In Hungary, the actual decline in State fixed 
investment was in fact smaller than planned. In Bul- 
garia, the absolute decline and in Czechoslovakia and 
Eastern Germany the deceleration in the rate of increase 
were greater than planned. In the Soviet Union and 
Poland the actual rate of increase exceeded the planned 
rate. 


The available information on the distribution of 
State investment by sectors indicates that the share of 
total investment allocated to industry generally in- 
creased, but that it fell in Hungary (see table 107). 
The share of State investment devoted to agriculture 
declined in Bulgaria, Hungary and Poland. In the two 
latter countries this decline reflected—at least in part— 
the reduction of the State and collective farm sector in 
agriculture and a greater reliance on private farming. 
Private investment in agriculture, partly financed by 
State credits, increased substantially in these two 
countries. In the Soviet Union the investment of col- 
lective farms increased much less than State investment 
and its share in total investment seems to have declined 
for the second consecutive year. The share of State in- 
vestment in housing increased in several countries of 
the group, especially in Poland, Hungary and the 
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Table 107. Changes in the Allocation of State Fixed 
Investment, Selected Countries 


(Percentage of total) 


aE 
Transport 
Agri- and com- 


Country and year Industry culture munications Housing 


Bulgaria 
O55 5a seta era ee 54 14 10 
LO56see ee eee 54 16 10 
LOST ote. aoe 62 10 1a 
Czechoslovakia 
LOS Sie Se aa eee 47 8 13 16 
1956 caer sere 49 8 12 14 
JOS Ss een cae ee 52 8 ie 14 
Eastern Germany 
VOSS. eat areas 46 
19563.2 068 See Bal 
LOST eee es ee 53 
Hungar 
1953. 6 ep 42 24, 9 10 
195635 <8 ae eee 47 16 9 12 
GST eae eons 42 9 6 22. 
Poland 
1955): oer 45 10 lig! 1 
‘LOSGix: A eens ae 46 11 10 13 
LOS (ES oer ere 47 10 10 16 


Source: Statistical yearbooks and reports on fulfilment of plans. 


Soviet Union. In addition, private investment in hous- 
ing rose considerably in several countries. 


The rates of increase in retail sales were higher than 
planned in almost all centrally planned economies, but 
only in a few instances, notably in Eastern Germany 
and the Soviet Union, were they above the rates 
achieved in 1956. In mainland China there was a very 
sharp decline in the rate of growth of retail sales from 
20 per cent in 1956 to 9 per cent in 1957. 


The foregoing review of changes in national product, 
fixed investment and retail sales does not by itself yield 
any conclusive information on the changes in the over- 
all allocation of resources between end uses because it 
does not take account of changes in peasants’ consump- 
tion out of their own output, changes in inventories or 
changes in foreign trade. Although, for most countries 
of the group, data on the allocation of national product 
are not available for 1957, the existing qualitative in- 
formation and quantitative data on specific components 
of national expenditure, together with the indices repro- 
duced in table 106, provide some broad indications of 
the changes which occurred. 


The most striking change in the allocation of re- 
sources took place in the Soviet Union, signifying a 
reversal of the pattern of the two preceding years. 
In 1955 and 1956 fixed investment rose more than 
national product and retail sales rose less, indicating a 
shift in the allocation of resources away from personal 
consumption. In 1957, however, national product rose 
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by 6 per cent while retail sales increased by 14 per cent. 
Although State fixed investment increased by 12 per 
cent, the effect of this increase on the share of total 
net investment in national product seems to have been 
largely offset by the decumulation of agricultural stocks 
that had been built up in 1956 but were reduced in 
1957 as a result of the poor harvest. The rise in the 
share of consumption in national product was only 
partly due to a smaller than anticipated rise in national 
product; in fact, retail sales and probably total con- 
sumption increased more than planned.?® 


In Poland and Hungary, the changes in the allocation 
of resources were significantly influenced by the emer- 
gence of very large import surpluses and by the urgent 
need to replenish the stocks which, in 1956, had fallen 
relatively to national product in Poland and had de- 
clined sharply in absolute terms in Hungary. In Poland 
the situation was characterized by a simultaneous in- 
crease in total investment and in consumption relative 
to national product. This unusual pattern of change 
reflected a very steep increase in net imports which, 
as shown in the table below, rose by 15 billion zlotys, 
an amount which corresponded to almost 6 per cent of 
the national product of 1956. 

1957 


1955 1956 1957 (1956=100) 


(Billions of zlotys; 1956 prices) 


National product........... 237 257 276 = =6107 
Consumption............ 184 203 227 = 112 
fo eee ae eee OTe eo wee 1 112 
2 ee 13 13 155-112 
pecemmlation. .........- 53 ol 61 119 
Fixed investment...... 36 37 39 106 
Changes ininventories.. 16 14 ga «152 

Net foreign trade balance*. ... +3 —12 — 


Source: Report on fulfilment of plan and Rocznik Statystyczny 
(Warsaw, 1957). 

® This item includes also inventory losses incurred in storage, 
transportation and others. 


It was this increase in net imports which made it 
possible to raise consumption by 24 billion zlotys and 
accumulation by 10 billion while national product 
increased by only 19 billion zlotys. Personal consump- 
tion rose by 12 per cent and its share in national pro- 
duct increased from 70 per cent in 1955 and 74 per cent 
in 1956 to 77 per cent in 1957.17 Net fixed investment 
rose somewhat less than national product but the net 
increase in inventories, which was reduced in 1956, rose 
in 1957 by more than 50 per cent, thus raising the total 
accumulation by 19 per cent and its share in national 
product to 22 per cent as against 20 per cent in 1956. 


In Hungary, the pattern of change in the allocation 
of national resources was in some respects similar to 
that in Poland. As in the latter country, total expendi- 
ture increased more than national product; the rise in 
the share of accumulation in national product was the 


16 Retail sales increased by 14 per cent instead of a planned 
10 per cent. 

17 The share of social consumption increased slightly and was 
about 5 per cent of national product in 1957. 
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result of a steep increase in inventories, and the net 
import balance increased considerably in relation to 
national product. But apart from these similarities, 
there were considerable differences between the changes 
in the two countries during 1957. National product in 
Hungary increased by about 10 per cent, but personal 
consumption rose by only about 6 per cent, and conse- 
quently, its share in national product declined.4® The 
very sharp increase in net imports in Hungary was 
entirely absorbed by the exceptionally large increase 
in accumulation which rose about four times over 1956. 
Net fixed investment declined considerably in 1957 and 
the rise in accumulation was exclusively due to the 
replenishment of inventories which had declined 
sharply in absolute terms during 1956. In fact, the 
ratio of inventory accumulation to national product 
seems to have been higher in 1957 than in 1955, prob- 
ably as a result of an increase in agricultural stocks 
based upon a better harvest. In this connexion it should 
be recalled that the rise in the share of personal con- 
sumption in national product in 1956 largely reflected 
a decline in output and was made possible only by decu- 
mulation of stocks. In 1957, on the other hand, the rise 
in consumption was associated with an increase in total 
output and with the accumulation of stocks. Even 
though the share of consumption in national product 
was lower than in 1956, it was still considerably above 


that of 1955. 


The changes in the allocation of resources in other 
countries of the group are more difficult to assess, owing 
to lack of adequate information on the movements of 
various components of national expenditure. In Czecho- 


18 The changes in the allocation of national product are shown 
by the following indices (expressed in constant prices) : 
1955 1956 1957 
(National product in 1955 = 100) 


National product ........ 100 89 98 
Gonstimptionesererte terete 79 84 86 
Personalierenctecae mel: 69 75 79 
Accumulation). sj... 20 4 16 
Change in inyentories +10 —7 +10 
Net foreign trade balance. -+2 +2 —4 


Indices for 1955 and 1956 are based on official statistics given 
in Nepgazdasagi Merlegek, Realjovedelmek (Budapest, 1956). 
Indices for 1957 are very rough estimates and may contain a 
substantial margin of error; they should therefore be considered 
only as providing a general indication of the direction and the 
magnitude of change. National product in 1957 was estimated 
from data on industrial and agricultural production and on 
statistics of gross national output in current prices given in the 
reply of the Government of Hungary to the United Nations 
questionnaire of November 1957 on economic trends, problems 
and policies, 1957-1958. Data on changes in inventories were 
drawn from the same source. Consumption was estimated from 
data on retail sales and the net foreign balance from trade 
statistics in foreign trade prices which were adjusted to domes- 
tic prices. The data on changes in inventories refer to stocks of 
goods and exclude the increase in unfinished construction 
usually included in this component in Hungarian statistics. The 
adjustment was made in order to render the 1957 data com- 
parable with the statistics for the preceding year. Net foreign 
balance includes losses incurred in storage, transportation and 
others, which in 1956 were considerable, because of destruction 
of stocks during the October uprising. The sum of components 
does not add to the total because of rounding. All data were 
adjusted for price changes. 
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slovakia, the official index of personal consumption 
indicates a 7 per cent per annum increase in both 1956 
and 1957. Comparison of these data with indices of 
national product—which rose by 5 and 7 per cent re- 
spectively in these two years—indicates that whereas 
in 1956 the share of consumption in national product 
increased, there was no further change in the allocation 
of resources in 1957. 


In Eastern Germany during 1957 national product 
and retail sales increased by about 7 per cent and gross 
fixed investment by 9 per cent.?® At the same time the 
export surplus increased substantially. In addition, 
there appears to have been an increase in the ratio of 
stock formation as a result of the considerable increase 
in agricultural production, which in 1956 had remained 
almost unchanged. Although no definite conclusion can 
be derived from this information, it seems that the 
share of consumption in national product either re- 
mained unchanged or was somewhat lower than in 1956. 


In Bulgaria, the data in table 106 would appear to 
suggest an increase in the share of consumption in 
national product, and a reported decline in the export 
surplus points in the same direction. However, while 
centrally allocated investment declined, investment in 
private housing rose by about 20 per cent and invest- 
ment of the collective farms probably also increased.*° 
But the main factor which tended to offset the effect of 
the fall in State fixed investment was the increase in 
agricultural stocks that followed an 8 per cent rise in 
agricultural production in 1957, compared with a 7 per 
cent decline in 1956. For lack of data, the total effect of 
all these changes cannot be assessed with any degree 
of precision. However, according to an official state- 
ment, the share of accumulation was equal to 15 per 
cent of national product in 1957.1 Since in 1956 accu- 
mulation represented 14 per cent of national product, 
this would indicate that either the share of consumption 
declined in 1957 or remained at its 1956 level.?? 


In Romania, as in Bulgaria, the effect of the decline 
in State fixed investment was at least partly offset by a 
rise in agricultural stocks that ensued from an increase 
in agricultural output in 1957 as against a decline in 
1956. However, the rise in peasants’ consumption out 
of their own output resulting from the elimination of 
compulsory deliveries seems to indicate that the effect 
of the 14 per cent increase in retail sales was not offset 
by countervailing changes; and it is, therefore, prob- 
able that the share of consumption in national product 
increased in 1957. 


*® All data in current prices. 


ee Centralized investment represented about 75 per cent of 
total fixed investment in 1956. 


*‘ Report on fulfilment of the five-year plan, 1953-1957, 
Otechestven Front (Sofia), 16 March 1958. 

** The data on the share of accumulation in 1957 are derived 
from the report on the fulfilment of the plan and the data for 
1956 from the statistical yearbook of Bulgaria. It is not certain 
whether they are expressed in the same prices and to what ex- 
tent the difference may be due to rounding. 


In mainland China also, State fixed investment fell 
while retail sales rose more than national product. 
This would appear to suggest a shift in the allocation 
of resources towards consumption, but since the share 
of retail sales in total consumption is relatively small, 
the increase of 9 per cent in retail sales may have been 
associated with a much smaller increase in total con- 
sumption. In addition, no information is available for 
1957 on non-centralized fixed investment and on 
changes in inventories. Since State fixed investment 
rose by 62 per cent in 1956 but declined in 1957, how- 
ever, the shift towards accumulation, if any, was pro- 
bably much less significant than in 1956; in that year, 
the share of accumulation had risen to about 23 per cent 
of national product as compared with about 20 per cent 
in 1955. 

These shifts in the allocation of resources were not 
the only determinants of changes in the balance between 
supply and demand for consumer goods. The supply- 
demand situation was even more influenced in several 
countries by changes in money incomes in relation to 
output. In fact, the effect of measures adopted at the 
end of 1956 and in the course of 1957 was generally 
to increase income payments to the population sub- 
stantially. In some countries the effect of this redis- 
tribution of income in favour of consumers on the 
pressure of demand was offset by a commensurate rise 
in supply, but in others, supply did not increase suf- 
ficiently to maintain the balance. Money income of the 
population seems to have increased more than output 
in all countries of the group except Czechoslovakia. 
In some countries this rise was due to considerable 
increases in money wage rates, which exceeded those 
of output per man by substantial margins. In several 
countries, peasants’ incomes rose sharply because of 
the reduction or complete elimination of compulsory 
deliveries and an increase in prices paid to the peasants. 
In almost all countries, pensions and other transfer 
payments were substantially increased and, together 
with some reductions in income taxes and in subscrip- 
tions to the State loans, contributed significantly to the 
rise in disposable money incomes. 


Average worker’s earnings increased less than output 
per man only in Czechoslovakia and Eastern Germany 
(see table 108). Among other countries the greatest 
increases in wage earnings per worker in relation to 
output took place in Hungary and in Poland—two 
countries where peasants’ incomes also rose much 
faster than output. 


The effect of these changes on the balance between 
supply and demand varied from country to country 
according to each country’s ability to raise the supply 
of consumer goods sufficiently through an increase in 
output of consumer goods, withdrawals from stocks 
or increased imports. Although for several countries 
the available information is scarce, it seems that only 
in Czechoslovakia and the Soviet Union was the rise 
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Table 108. Indices of Output per Man, Money and Real Wages in Industry* 


(Preceding year = 100) 
ee 


Gross Wages 


Gross 


Wages Gross Wa 
output ms oO me he ie 
per ah Money Real She Money Real eres Money Real 
1955 1956 1957 de 
RUE ATA ae oe NaS «iio 104.6 105.0 111.4 107.0 102.0 110.9 99.8 104.8 104.0 
China, mainland a. Lee 109.6 103.9 HO225: 120.0 {NS WA ue. 104.0 5 - 
Czechoslovakia. ........ 107.9 101.2 103.9» 106.8 102.8 105.7» 105.9 100.4 102.4 
Eastern Germany*....... 107.5 hose 105.9 110.5 103.3 103.7 105.0 104.0 104.0 
[5 Us ee oe 106.1 104.7 105.6 89.8 105.0 107.2 110.6 121.0 INNES Aa) 
Poland: ibs Vn Ig wee 106.5 103.9 106.5 104.6 110.7 111.8 106.0 116.4 WAN 
eOmaiaL eee Ps oa 109.3 108.5 oe 108.7 109.3 Waly) 108.3 110.0 110.0 
UNS SSU Eee 108.0 103.0 103.0 107.0 103.0 104.0 106.5 107.0 107.0 


————————— eee 


Source: Reports on fulfilment of plans, statistical yearbooks, 
Statisticheski Izvestia, No. 1, 1958, Hsin Hua Semi-monthly; and 
sources for table 41, chapter 3. 


* For Poland, Romania and the USSR wages represent aver- 
ages for the entire economy. Real wages were either derived 
directly from national statistics or obtained by the use of cost 


of living indices. For Bulgaria the index of retail prices in State 
and co-operative trade was used. 

> The data differ somewhat from those in table 41, chapter 3, 
which for reasons stated in the source to that table were based 
on cost of living in April of each year. 

¢ Wage and salary earners. 

4 Industry under the jurisdiction of central ministries only. 


Table 109. Indices of Money Incomes of the Population, Retail Sales and Prices, 1956-1957 
(Preceding year = 100) 
Retail sales 
Total : Peasants’s Volume Valoe By I mplied tions Ce nat one 
ee ee ain Ao 

Bulgaria 

“1056 iy. Bene 106.0 105.9 114.5 105.4 92.8 ae 

"hs SMT die? ae apa gee 110.6 110.6 109.3 MMO 100.8 16.7 

hoslovaki 

ate . 1 aS ee 106.4 106.8 109.3 106.7 97.6 84.8 

Oh ees Ss ais. 2 5072 105.4 107.9 105.0 97.3 89.0 

aa Siena hee 102.6 103.8 103.5 99.7 32.6 

Loo eee 105.7 106.7 106.7 100.0 34.8 
Hungary 

PE Soe 108.8 108.8 100.8 AS 109.7 98.6 48.3 

ey) ete os. 116.2 LIS 7 126.8 105.04 109.4 104.2¢ 52.8 

eee Ne eee ee 118.1 115.6 116.8 1s? ial 99.9 147.7 

Oe 121.0 119.6 123.0 114.5 121.9 106.4 180.1 

oon. 113.0 110.1 97.4 30.6 

ie On 113.9 113.9 100.0 34.8 

USSR 
107.0 A be 108.8 108.8 100.0 540.8 
eee tatty ane 111.0 106.0 114 114 100.0 616.5 


Source: Reports on fulfilment of plans, statistical yearbooks, 
data communicated to the Secretariat by Governments; Statisz- 
tikai Havi Kézlemenyek, No. 12, 1957; Statisticheski Izvestia, 
No. 1, 1958; Statisticki Obzor, No. 2, 1958, (Prague), and United 
Nations, Economic Survey of Europe in 1957. 

a For Czechoslovakia total mone ss ibe for other countries 
i e payments from the State funds. 
eo fecases in the wage bill for Bulgaria and the Soviet Union 
based on indices of employment and of average money wages. 


© Data on retail sales do not include sales on farm markets. 
For the Soviet Union they do not include commission sales and 
for Romania and Poland private urban trade, which in the latter 
country amounted in 1957 to about 7 billion zlotys. 


4 The volume of retail sales was obtained by deflating the value 
of sales by the index of cost of living. 


© Cost of living index as implied in data on money and real 
Wited giver in Ae report on the fulfilment of the plan for 1957. 
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in supply sufficient to meet the expanding demand 
(see table 109). In Poland and Hungary the pressure 
of demand upon supply increased appreciably. To a 
much lesser extent, this also appears to have been true 
of Eastern Germany and Romania. Savings deposits 
increased in several countries but their effect on the 
supply-demand situation cannot be assessed since in 
some countries they reflected to a greater or lesser extent 
a shift from cash hoarding to deposits rather than an 
increase in total personal savings. Although changes 
in savings and taxation and in some cases an increase 
in investment financed out of private incomes might 
have some effect on the share of gross money incomes 
of the population devoted to consumption, it seems 
that in general the increase of demand corresponded 
approximately to the rise in money payments to the 
population out of State funds. 


In the Soviet Union the rise in demand was influenced 
on the one hand by the increase in the wage bill and 
in peasants’ incomes from sales, and on the other hand, 
by a very steep increase in pensions and a reduction in 
loan subscription and taxes. Whereas in 1955 and in 
1956 the money income of the population seems to 
have increased less than national product, in 1957 the 
reverse was true. The wage bill rose by 11] per cent, 
mainly owing to a 7 per cent increase in earnings per 
worker, and peasants’ money earnings increased by 
some 6 per cent; the aggregate increase of money 
incomes from these sources was of the order of 10 per 
cent. In addition, the rise in disposable income was con- 
siderably accelerated by an increase in pensions from 
36.5 billion roubles in 1956 to 57.9 billion in 1957, 
by a decline in subscriptions to the State loan by 14.4 
billion, and by a tax reduction of about 2.5 billion. The 
effect of these changes was partly offset by a decline 
in the redemption of State loans and loan services 
owing to the twenty-year moratorium announced in 
April 1957; but even allowing for this, the rise in dis- 
posable income due to the above changes in pensions 
and taxation seems to have amounted to some 30 billion 
roubles, a sum which corresponded to about 40 per 
cent of the increment in retail sales in State and co- 
operative trade in 1957. While the data used for the 
estimates given above disregard the changes in other 
revenue and expenditure of the population, it appears 
that the other changes had no countervailing influence 
on demand. In fact, the net increment to incomes origi- 
nating in higher pensions and in the decline in loan 
subscriptions accounts largely for the difference 
between the rise in the wage bill and money incomes 
of the peasants on the one hand, and the much greater 
increase in State and co-operative retail sales on the 
other. The effect of the rise in savings deposits which 
in 1956 increased by 10 billion roubles and in 1957 by 
16.8 billion, seems to have been offset by changes in 
other components of money income and outlays of the 
population. It should be added that the rise in total 
payments to the population out of State funds consider- 


ably exceeded the planned rates with respect to the 
wage bill and especially with respect to pensions.”* 
However, the existence of stocks of consumer goods, 
together with an increase in output in excess of that 
planned, made it possible to raise the supply by 14 per 
cent instead of the planned 10 per cent. This was about 
21 billion roubles more than planned; as a consequence 
the balance between demand and supply was main- 
tained. 


Czechoslovakia was the only country in the group 
where the supply-demand situation improved sufh- 
ciently to enable the Government to reduce prices of 
consumer goods. This change took place despite the 
fact that the share of consumption in national product 
remained unchanged. Income of the population in fact 
increased less than national product mainly because 
earnings per worker increased by less than 2 per cent 
while output per man increased by almost 6 per cent 
during the year. The rise in pensions, transfers and 
other income payments substantially exceeded the 
increase in the wage bill, which amounted to some 5 
per cent. Total money income of the population both 
before and after taxes rose by some 7 per cent while 
the volume of retail sales increased by about 8 per 
cent. Retail prices declined by almost 3 per cent. 


In Bulgaria, money payments, which in 1956 had 
increased less than retail sales, rose more than sales 
in 1957. Retail prices increased somewhat in 1957 
whereas during the preceding year they had declined 
substantially. Similarly, in Romania, money incomes 
seem to have increased more than retail sales in 1957.4 
An important factor underlying these increases was the 
almost complete elimination of compulsory deliveries 
which resulted in a substantial rise in peasants’ income 
from sales. As a consequence, at least during part of 
the year, shortages of several consumer goods became 
apparent. 


Little information is available on changes in the 
demand-supply situation in mainland China. The pres- 
sure of demand upon supply which developed during 
1955 and 1956 was at least partly the result of the 
fact that the wage bill increased at a higher rate 
than retail sales. The plan for 1957 provided for a 2 


per cent increase in total purchasing power of the popu- 


** According to the Minister of Finance of the USSR, Mr. 
Zverev, “The additional expenses connected with the introduc- 
tion of the new law on pensions were higher than planned. This 
was due to the fact that the actual number of pensioners and 
the average level of pensions proved to be higher than was 
assumed in the calculations for the setting up of the budget.” 
Zasedenia Verkhovnogo Soveta SSSR (Devyataya Sessia) (Mos- 
cow, 1958). 


; ** No data are available on the total income of the population 
in Romania. According to a statement by the Prime Minister 
Mr. Stoica, money payments inclusive of wages, pensions and 
peasants money receipts increased in 1957 by 4.8 billion lei, 
corresponding to about 16 per cent of the value of retail sales 
in 1956. Retail sales in State and co-operative trade increased 
from 30.8 billion lei in 1956 to 34.8 billion lei in 1957, that is 
by 13 per cent. ; : 


CHAPTER 6. RECENT TRENDS IN CENTRALLY PLANNED ECONOMIES 


219 


lation and a 9 per cent increase in retail sales. This 
rise in supply in relation to incomes was not, however, 
considered sufficient to eliminate entirely the gap be- 
tween effective demand and supply of consumer goods. 
In 1957 the wage bill appears to have increased in line 
with retail sales but the lack of data on changes in other 
income payments precludes any definite conclusion 
with respect to the over-all change in the balance 
between supply and demand. It may be noted, however, 
that several commodities such as food grains, edible 
oil and cotton cloth continued to be in short supply 
and rationing of these products was retained in 1957. 


In Eastern Germany, the demand for consumer 
goods was influenced in 1957 by an increase in income 
payments to the population of 3.6 billion marks.?5 
It is not known what proportion this increase bears 
to the level of income payments in 1956; the increase 
represented about 11 per cent of the value of retail 
sales in 1956, however, and retail sales in 1957 increased 
by about 7 per cent. By contrast, in 1956 the increment 
in income payments was approximately equal to the 
increment in value of retail sales. The difference 
between the changes in income payments and in supply 
during these two years indicates an increase in demand 
in relation to supply of consumer goods in 1957. This 
was reflected in increased shortages of industrially 
produced consumer goods and in some hidden price 
increases; the latter occurred through the withdrawal 
of lower priced goods from trade, through deteriora- 
tions in quality and through rebranding of less expen- 
sive goods for sale at higher prices. In these circum- 
stances, the monetary reform of October 1957 tended 
to exert a moderating influence upon the pressure of 
demand, although, according to official statements, the 
primary purpose of the reform was to eliminate specu- 
lation and the smuggling of goods between Eastern 
Germany and the Federal Republic of Germany. 


The reform required the exchange of the old cur- 
rency into new marks at par, provided that the holders 
of cash could prove that their holdings were not derived 
from illicit operations. At the same time, however, all 
cash in excess of 300 marks had to be deposited in 
savings banks in freely disposable accounts. The im- 
mediate effect of the reform was a sharp decline in the 
notes in circulation. Whereas in 1955 and 1956 the note 
circulation had remained roughly stable, it fell from 
5.7 billion marks to 3.5 billion between September 
and December 1957. Only a relatively small proportion 
of cash was cancelled—estimated at some 600 million 
marks—the largest part being converted into savings 
deposits which increased during the same period by 
25 billion marks. It seems, therefore, that in addition 
to the cancellation of a part of the cash held by the 
population within the country or abroad, another result 
of the reform was a sharp, although probably only 


28 Of which 1.15 billion represented pension payments and 
1.5 billion wage payments. 


temporary, increase in savings deposits. While part of 
this increase simply represented a compulsory shift 
from private hoards to savings deposits, it is probable 
that its effect was to discourage or slow down the with- 
drawal of money for consumption or speculative pur- 
poses, thus relieving the pressure of demand upon 
supply. 

Hungary and Poland were the two countries of the 
group where the pressure of demand upon supply 
increased substantially in 1957. In Hungary the share 
of consumption in national product declined and in 
Poland it increased substantially, but in both countries 
money income of the population rose much more than 
national product and the supply of consumer goods. In 
Hungary, the volume of retail sales rose during the 
year by some 5 per cent while money income of the 
population increased by about 16 per cent as a result 
of a 13 per cent increase in the wage bill and a 27 per 
cent rise in money payments to the peasants. In Poland, 
where the volume of retail sales increased by 14 per 
cent, the wage bill rose by about 20 per cent, peasants’ 
incomes by 23 per cent and total disposable income of 
the population by 21 per cent. The increases both in 
peasants’ incomes and in wages substantially exceeded 
the rise in productivity; in Poland, average workers’ 
earnings increased by 16 per cent, whereas output per 
man rose by only 6 per cent, and in Hungary the respec- 
tive rates were 21 and 11 per cent. In both countries 
the rise in the wage bill considerably exceeded the 
planned increases, in part because the effect of the 
revision of wage scales was not correctly estimated, 
but also because of workers’ pressure for wage 
increases. Peasants’ incomes rose substantially because 
of both the elimination of compulsory deliveries in 
Hungary and a sharp reduction in delivery quotas in 
Poland, and because of an increase in prices paid to 
peasants in both countries. In Poland, peasants’ incomes 
increased more than anticipated, partly because the 
reduced delivery quotas were not met and the State 
had to purchase a larger proportion of agricultural 
produce at free prices that were considerably higher 
than the prices paid for compulsory deliveries. How- 
ever, not all of the increment in money of the popula- 
tion was used for purchases of consumer goods. In both 
countries, peasants’ investment increased and saving 
deposits rose substantially, although part of the in- 
crease may not have represented a rise in total savings 
but only a fall in cash holdings. Furthermore, in both 
countries part of the losses incurred by the Government 
through the increase in payments for agricultural pur- 
chases were recovered through price increases for some 
investment goods purchased by the peasants. Thus, in 
Poland it was estimated that out of the 9.6 billion zlotys 
representing the increment of peasants’ income in 1957, 
5 billion were recovered through price increases of 
goods sold by the State to the rural population. 


In both countries the rise in the pressure of demand 
resulted in an increase in cost of living of about 5 per- 
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cent.2° In Poland, prices of consumer goods in State 
and co-operative trade increased by less, and prices in 
private trade by much more, than the average. As in 
1956, the discrepancy between these prices resulted in 
an increase in speculative purchases from State trading 
agencies for resale at higher prices. Several goods, 
including some food, durables and semi-durables, were 
in short supply.?’ In Hungary, State prices of consumer 
durables and of agricultural implements, as well as 
prices in restaurants and factory canteens, were raised 
in May 1957 and were soon followed by increases in 
tuition fees and entertainment prices. Despite the rise 
in the cost of living, real wages increased in 1957 in 
both countries, by 12 per cent in Poland and by 14 to 
16 per cent in Hungary. 


PLANS FoR 1958 


In all the centrally planned economies, except main- 
land China, the plans for 1958 provide for a decelera- 
tion in growth of industrial production, although the 
rates set for 1958 are higher than the rates planned for 
1957. The exceptionally sharp deceleration planned by 
Hungary, from 17 per cent in 1957 to 7 per cent in 
1958, obviously reflects the transition from the period 
of recovery to an actual expansion of output (see 


table 110). 


Output of producer goods is planned to increase at a 
somewhat higher rate than that of consumer goods in 
most countries. In mainland China, the target set for 
producer goods is considerably higher than that for 
consumer goods. In Poland, however, output of con- 
sumer goods is planned to increase at a higher rate than 
that of producer goods. Within the producer goods 
sector significant changes in the relative rates of in- 
crease for various industries are planned in the Soviet 
Union, where mining and chemicals industries are given 
the highest priority. In particular, a considerable accel- 
eration is planned for the production of plastics, arti- 
ficial fibres, natural gas and minerals in conformity 
with the newly elaborated plans for 1959-1965, which 
place special emphasis on the development of these 
industries. 


Agricultural production is planned to increase at a 
higher rate than in 1957 in Bulgaria and mainland 
China, at about the same rate in Poland and at a much 
reduced rate in Hungary. In Czechoslovakia and the 
Soviet Union, where agricultural output fell in 1957, 
the plan for 1958 provides for increases of 1] and 17 
per cent respectively. Except for these two countries 
the rates of increase planned for agricultural produc- 
tion are substantially below those planned for industry. 


Table 110. Planned Targets for 1958 


(1957 = 100) 
China Czecho- Eastern 
Item Bulgaria mainland slovakia Germany Hungary Poland Romania USSR 
Net national products. 7). 25. <.04: 109 a 109 ae 104 106 “ie 108 
Gross fixed investment............ 1154 118 111» 1s 108 107 98 107 
Retaltcalesmmmen cn. aterictner actrees 110 107 104 106 106 108 107 
Personal consumption. ........... ee she 105 bee 105 106 we T 
Industrial production...5.....-.-- 1M 115¢ 108 107 1074 107 108 108 
Producersoc0ds sina acccgi. one 112 119 108 107 106 108 
Consumerigoods. ....0..5-..0... Wild 110 108 107 108 106 
Industrial employment............ 104. 103 ~~ roy 103 102 
Output per man in industry....... 107 aie 105 106 106 103 105 
Agricultural production........... 109 106 2 105 104 117 
Money income of the population... 108 104 105 107 re 


Source: Plans for 1958, data communicated to the Secretariat 
by the Governments, and Hsin Hua Semi-monthly. 

* Centrally controlled investment only. 

> State only. 


National product is planned to increase at an accel- 
erated rate in Bulgaria, Czechoslovakia, the Soviet 
Union and mainland China and at a slower rate than in 
1957 in the other countries. In the first three countries 
the increase in the planned rate of growth is chiefly 


** For Hungary this is implied in the statement in the report 
on fulfilment of the plan for 1957 indicating a 20 per cent in- 
crease in money wages and a 14 to 16 per cent increase in real 
wages. 


me In Poland, food prices in State trade rose by 2 per cent and 
prices of investment goods sold to peasants through the retail 
trade network rose by 10 per cent. The index of retail prices 
implied in the trade figures in current and constant prices in- 
creased by more than 7 per cent. 


© According to information available in April, the planned 
target for total industrial production for 1958 has been revised 
upward to 133. 

4 Industry under jurisdiction of central ministries. 


accounted for by anticipated increases in agricultural 
production, while in mainland China the main factor 
of acceleration is the stepping up of industrial pro- 
duction. In most countries where the over-all rate of 
expansion is planned to be lower than last year, the 
deceleration reflects the slowing down of expansion in 
both industry and agriculture. An exception is Poland 
where agricultural output is scheduled to rise at the 
same rate as in 1957, 


State fixed investment, which in 1957 either declined 
or increased at a slower rate than in 1956, is planned 
to increase at an accelerated rate in most countries. 
Thus, Bulgaria, mainland China and Hungary, which 
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in 1957 reduced their investment by 15, 18 and 8 per 
cent respectively, plan to increase it by 18, 11 and 15 
per cent in 1958. In Czechoslovakia, Eastern Germany 
and Poland fixed investment is scheduled to increase 
at faster rates than last year.** Only Romania plans a 
further slight reduction in fixed investment in 1957, 
and in the Soviet Union a fall in the rate of increase in 
State fixed investment from 12 per cent in 1957 to 7 per 
cent in 1958 is projected. 


The effect of these changes on total investment may 
be considerably altered by changes in the rate of stock 
formation. In Poland, the net increase in inventories 
is planned to be much smaller than in 1957 and total 
accumulation is accordingly scheduled to increase by 
only 3 per cent. In Hungary no significant increase in 
inventories is anticipated and therefore total accumu- 
lation may increase much less than in 1957, or even 
decline.*® In the other countries, where the rise in agri- 
cultural production resulted in a substantial increase in 
inventory accumulation during 1957, no such increase 
can be anticipated for 1958 and therefore the decline 
in the rate of stock formation may also result in a much 
smaller increase in total than in fixed investment.*° 
In the Soviet Union, on the other hand, a considerable 
decumulation of stock seems to have occurred in 1957 


and if the expectation of a sharp rise in agricultural 
output materializes, stock formation may increase sub- 
stantially, raising the rate of increase in total accumu- 
lation above the rate scheduled for fixed investment. 


An important feature of the 1958 plans is that, except 
in mainland China and perhaps Romania, the planned 
rate of increase in money payments to the population 
from centralized State funds is much smaller than that 
realized in 1957. Retail sales are planned to increase 
at a higher rate than in 1957 only in Bulgaria and 
Hungary. But in all countries except Czechoslovakia 
the planned rate of increase in retail sales is higher than 
that of money incomes. This seems to indicate that the 
plans are intended to reduce the pressure of demand 
upon supply in most countries of the group. In main- 
land China, which has announced estimates of total 
“purchasing power” and of the supply of consumer 
goods, the plan for 1958 provides for an increase in 
supply in relation to demand at a rate designed to be 
sufficiently high to eliminate the inflationary gap which 
developed during recent years.*t However, in Hungary 
and Poland, where, despite the rise in prices, the bal- 
ance between demand and supply remained precarious 
in 1957, the increase in supply in relation to money 
incomes may not be sufficient to eliminate shortages. 


Foreign Trade 


The total foreign trade of the centrally planned 
economies increased at a higher rate than their pro- 
duction. Whereas aggregate output increased by no 
more than 7 per cent and industrial production by some 
9 per cent in 1957, the value of foreign trade increased 
by 12 per cent; this compares with a rise of 8 per cent 
in 1956 (see table 111). The acceleration in the growth 
of foreign trade was most significant in Eastern Ger- 
many where the rate of increase was twice as high as 
during the preceding year. For Hungary and Romania, 
whose total trade turnover declined in 1956, the rates 
of increase achieved in 1957 were 21 and 7 per cent 
respectively. The very high rates of expansion achieved 
by Czechoslovakia and Bulgaria in 1956 were not 
maintained in 1957, although the latter country in- 
creased its trade by 20 per cent. The only country where 
the value of foreign trade seems to have declined in 
1957 was mainland China. A significant feature of 
these developments was the fact that in most of the 
centrally planned economies the expansion of total 
trade turnover was mainly due to a considerable in- 
crease in imports (see table 112). Thus, the 21 per cent 


28 In 1958, Czechoslovakia by 11 per cent, Eastern Germany 
by 13 per cent and Poland by 7 per cent; the respective rates 
in 1957 being 8, 9 and 4 per cent. 

2° Tn 1957 inventories increased by 13 billion forints in cur- 
rent prices and planned inventory accumulation for 1958 seems 
to represent only a fraction of that amount. Fixed investment is 
scheduled to increase in 1958 by 950 billion forints. 

8° This may not hold for Czechoslovakia, where agricultural 
output declined in 1957. 


increase in the trade of Hungary was entirely the result 
of a 43 per cent increase in imports, exports having 
remained practically unchanged. A similar change took 
place in Poland where the 11 per cent increase in total 
trade was due to a 22 per cent increase in imports; 
exports, in fact, declined slightly. Exports increased by 
11 per cent in Bulgaria and declined somewhat in 
Czechoslovakia. Imports, however, increased substan- 
tially in both countries, the increases amounting to 33 
and 17 per cent respectively. Only in Easter Germany 
did exports increase much more than imports. In main- 
land China, which was the only country that planned 
and achieved a reduction in both imports and exports, 
the latter fell less than the former. This disparity be- 
tween changes in exports and imports resulted in a 
deterioration in the trade balances of several countries. 
In Poland and Hungary, the import surpluses amounted 
to 12 and 14 per cent respectively of total turnover in 
1957, whereas in 1956, Poland had an import surplus 
of about 2 per cent and Hungary an export surplus of 
3 per cent. In Czechoslovakia an export surplus corre- 
sponding to 8 per cent of total turnover in 1956 gave 
way to a deficit of about one per cent in 1957, and in 
Bulgaria the export surplus fell from 15 per cent in 
1956 to 6 per cent in 1957. By contrast, in Eastern 
Germany and mainland China net exports increased 


*t The plan for 1957 estimated the purchasing power at 47.3 
billion yuan and the supply of consumer goods at 46.3 ; the 
planned figures for 1958 were: purchasing power, 49.4 billion 
yuan and supply of consumer goods, 50 billion yuan. 
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Table 111. Indices of Trade Turnover,* and the 
Value of Trade, by Country 


(Preceding year = 100) 


1957 


Value of trade 
(millions 
Country 1955 1956 1957 of roubles)> 

Bulgaria? yee Sen. ae 99 139 120 ys tsI9) 
Czechoslovakia........... U6 Se LO SOS 

Eastern Germany......... 103° 1127 125° 913,698¢ 
HUN SaT Yami os ane 110 84 121 4,634 
Poland ieee eec cnet ace 104 109 Jil 8,906 

Romana caer rater 113 06 107es Ss 1972 
UW SSR i eae wee oe ntl te ccs 1047 112, 3 33,000 
Total, above countries 106 109 114 77,319 

Chinasmainlandeaprae nie 130 99 92: 10,3588 


Source: Statistical yearbooks; reports on fulfilment of plans; 
Statisticheski Izvestia, No. 1, 1958; Statisticke Zpravy, No. 2, 1958 
(Prague); Statisztikai Havi Kozlemenyek, No. 12, 1957; Dostiz- 
henia Sovetskoy Vlasti za 40 Let v Tsifrakh, 1957 (Moscow); and 
United Nations, Economic Survey of Asia and the Far East, 1957 
(sales number: 58.II.F.1). 

® Exports plus imports. The indices for 1955 and 1956 differ 
from those in the World Economic Survey, 1956 because of 
revision of data. 

b Converted into roubles at official rates of exchange. 

¢ Estimate based on data for 1956 and the percentage increases 
in 1957, as indicated in the reports on fulfilment of plans. 

4 Data for 1956 and 1957, inclusive of ‘internal export’, 
which in 1956 amounted to about 40 million roubles. 

© Data for 1955 and 1956, estimated by the secretariat of the 
Economic Commission for Europe in Economic Survey of Europe 
in 1957. 

f Ten months. The total trade of mainland China was planned 
at 9.96 billion yuan for 1957. It was officially stated that this 
target was fulfilled during the first ten months of the year. The 
conversion into roubles was made at the rate derived from the 
following data. According to Ta Kung Pao (Peking), 1 January, 
1958: total trade of mainland China with the Soviet Union 
amounted in 1956 to 5,989 billion roubles and represented 
53 per cent of total trade of mainland China. Total trade of main- 
land China in 1956 was equal to 10.87 billion yuan and therefore 
its trade with the Soviet Union amounted to 5.76 billion yuan. 
The rate of exchange implied in these data is equal to 1.04 
roubles to one yuan. This rate was used in this table and in 
table 112 for conversion purposes. 


substantially both in absolute terms and in relation to 
the total trade turnover. The large deficits incurred by 
Hungary and Poland were mainly covered by credits 
from the Soviet Union, but also by credits from Eastern 
Germany and other countries; in particular, Poland 
also received credits from the United States. 


Data on changes in the geographical distribution of 
trade are available for only four countries, the trade of 
which accounts for about 45 per cent of total trade of 
the centrally planned economies (see table 113) .5? 
These countries increased their trade with the Soviet 
Union much more than with the other centrally planned 
economies. The share of trade with the rest of the world 
declined sharply in Czechoslovakia and Hungary, re- 
mained unchanged in Eastern Germany and increased 
considerably im Poland. Poland expanded its trade with 


*? For changes in geographical distribution and commodity 
composition of trade of the centrally planned economies between 
1948 and_1956, see “Developments in the Foreign Trade of 
Eastern Europe and the Soviet Union” in United Nations 
Economic Survey of Europe in 1957. 
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the rest of the world by 21 per cent as against a 6 per 
cent increase in trade with other centrally planned 
economies. Taken together, the four countries recorded 
a 17 per cent increase in their trade with other centrally 
planned economies, and a 13 per cent increase in their 
trade with the rest of the world. Despite the lack of data 
on the geographical distribution of trade of the other 
countries, certain general conclusions can be drawn 
from a comparison of indices of total trade of the 
centrally planned economies with data on east-west 
trade derived from the statistics of western countries, 
as shown in table 114. This comparison suggests that, 
whereas in 1956, trade of the centrally planned econo- 
mies with the rest of the world increased at a much 
higher rate than their total trade—the respective rates 


Table 112. Exports and Imports, by Country 
(Millions of roubles) * 


Country 1955 1956 1957 
Bulgaria 
Exporis:: i pseyisnetes 920 1,361 1,505 
mpoxrtsocess6 see 781 997 1,330 
ee eee eee 139 364. TS 
Czechoslovakia 
Rien ee ee 4,742 5,093 5,466 
a Sees, Fx ee 4,244, 4,781 5,583 
Alan Cee erers - rts 42 498 812 —117 
Eastern Germany 
ERpGRISG Fee sce Uae 5,113 5,629 7,252> 
para Eres i oa 4.69] D300 6,446» 
AISRCE. ae on eee 422 294 806 
Hungary 
POORUS cvs cates 2,430 1,975 1,982 
Iniportese .< .es Aloo 1,861 2,652 
Palais. ci cace tet 297 114 —670 
Poland: 
Beperiseuw:. 01s Sake ere 3,654 3.939 3,900 
oports sac en eee ree 3,727 4,087 5,006 
AIATIOB. oy Se ee. oe) —7 —148 —1,106 
Romania 
|) | ge ee 1,564 1,580 ae 
ye Sea OP a CORY orci, 1,536 1,408 ioe 
BANGGY Ae ieee oe ae 28 17 aia 
USSR 
EXpGrthntve naan: 13,874 14,677 
ek pei ecnreeiw tues 12,242 14,452 . 
CTech oe ee ee 1,632 225 ‘ 
China, mainland 
ISrogris = 9 5) wankeoceae 5,106 5,793 5,408 
impOoctspeen cree 6,312 So. 4,950 
ALinCe IS ers ee — 1,206 281 458 


eee 


Source: Statistical yearbooks; reports on fulfilment of plans; 
Statisticheski Izvestia, No. 1, 1958; Statisticke Zpravy No. 2, 1958; 
ome parece Kozlemenyek, No. 12, 1957; Biuletyn Stat styczn 

0. 2, 1958; Dostizhenia Sovetskoy Vlasti za 40 Let i 
1957. y v Tsifrakh, 

* Based on data in roubles for Eastern Germany and for other 
countries in national currencies; conversion into roubles at 
official rates of exchange. 

» Estimate based on annual percentage changes indicated in 
the report on the fulfilment of the 1957 plan for Eastern 
Germany. 


° See footnote d to table 111. 4 See footnote e to table 111. 
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Table 113. Geographical Distribution of Trade of Centrally 
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Planned Economies 


(Exports plus imports in millions of roubles) 


Sn 


Country and year 


Total 

Czechoslovakia 

1 ENG) os glee ae 6,740 

NS SY ion Oa ea ene 
Eastern Germany* 

OD Oem erates Mone 3 ei 7,996 

POS ieee sold Ave Svicos 10,028 
Hungary 

LACT a Sp ee ee ee 2,304 

NRT eerie gnc wae Lo 3,084 
Poland 

(MOS en en 4,966 

DEPTS hs myc A Dk Ree nec 5,249 

Total of the above countries 

ORG sare oats ci als «ai 22,006 

2 SY Ayes Ae SS ae Sy ee 25,734 
Bulgaria 

PEE eerste ese oh 1,995 
China, mainland» 

SG Aen we rc ok Sete 8,479 
USSR 

W821 get eae ee ee eee aes 21,625 


Centrally planned economies 


= Rest 

USSR CARS lS AS ad ate bb ate 
3,299 2.815 626 3,634 
3.758 2.808 717 3.676 
4,505 2,707 784 2,968 
6,172 3.040 816 3.670 
911 ES 238 1,532 
1,368 1,487 299 1,550 
2,459 2,092 415 3,021 
2.692 2.185 379 3.657 
11,174 8,769 2,063 11,155 
13,990 9.610 2.134 12.553 
1,096 841 58 363 
5,989 1,930 560 2,826 
a 14,353 7,272 7,504 


Source: Source for table 97, and Vneshnyaya 
Torgovlya, No. 11, 1957 (Moscow). 

® Based on data for 1956 from the Statistisches 
Jahrbuch, 1956 (Berlin), and on percentage in- 
creases of trade by areas as reported in Neues 


Deutschland (Berlin), 3 March 1958. Data for 


being about 20 and 9 per cent**—in 1957, east-west trade 
increased by about 15 per cent whereas total trade of 
the centrally planned economies increased by about 12 
per cent. 


Though the shift in favour of east-west trade in 1957 
was not of much significance, the level of this trade 
continued to expand at a considerably higher rate than 
total world trade. The increase was largely accounted 
for by a rise of 27 per cent in the trade of the Soviet 
Union with the rest of the world; the corresponding 
trade of other eastern European countries and of main- 
land China increased by only 9 per cent. For the group 
as a whole, exports to the rest of the world increased 
less than imports and the export surplus of about 160 
million dollars earned in 1956 was replaced by a deficit 
of more than 115 million in 1957. This change in the 
over-all balance resulted from the emergence of a 
deficit of about 150 million dollars in the trade of the 
European centrally planned economies other than the 
Soviet Union—as against an export surplus of about 
40 million in 1956—and from a decline in net exports of 
mainland China from about 165 million in 1956 to over 
60 million in 1957. The deficit incurred by the Euro- 


pean centrally planned economies was mainly ac- 


53 Similar results were obtained from data derived from the 
statistics of the centrally planned economies for 1956. 


“other eastern Europe” and Asia partly estimated. 


> Data for trade with the rest of the world based 
on official estimate indicating that this trade repre- 
sents 25 per cent of total. Trade with “other 
eastern Europe” and Asia partly estimated. 


counted for by an import surplus of almost 50 million 
dollars in their trade with Canada and the United States 
and by a change in their balance with western Europe 
from a surplus of more than 30 million dollars in 1956 
to a deficit of 90 million in 1957. The sharp decline 
in the export surplus of mainland China ensued mainly 
from a rise in net imports from western Europe to over 
100 million dollars in 1957 as against less than 40 
million in 1956, and from a decline in net exports to 
Asia and the Far East from about 190 million in 1956 
to nearly 170 million in 1957. 


The expansion of trade with the rest of the world in 
1957 was associated with some changes in its geo- 
graphical distribution. The most significant changes 
were the steep increase in trade with the Middle East 
and the sharp decline in trade with Latin America; both 
of these developments represented continuations of 
trends evident in 1956. 

Trade with the Middle East, which had increased by 
almost 40 per cent in 1956, rose by a further 57 per 
cent in 1957; this raised its share of total trade between 
the centrally planned economies and the rest of the 
world from 6 per cent in 1956 to 9 per cent in 1957. 
Net imports of the centrally planned economies in trade 
with the Middle East doubled, increasing from about 
40 million dollars in 1956 to about 80 million in 1957. 
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Table 114. Trade of Centrally Planned Economies with Rest of World® 


(Millions of dollars; f.o.b.) 
ee 


Other eastern 


: USSR European countries» Mainland China ee eee 
bg deel ges aports ne ailporee Baporte a pa uiniports Exports Imports Exports Imports 
Canada and United States 
ANS eter eorcay cis boas Seon core WT 3.0 43.0 14.8 3.4 1.0 64.1 18.8 
LOS GAs e che ees eso crtaee 25a 28.7 50.2 45.0 6.0 25 81.9 76.2 
LOS eran a rice terre eee eT 19.4, 15.5 pill 100.2 pel 15 Tiled VL ie 
Latin America 
MODS tis eee See hes eS cere ee 35.7 72.6 110.6 100.7 Ly 5.9 148.0 179.2 
OS Oe weet rari ee a tel ep serace Dit: abo 93.7 Bee 2.6 3.0 123.6 108.3 
Iho Sie Ricoto Oro ene eo 4.7 57.8 56.8 54.0 0.8 0.6 62.3 112.4 
Middle East 
LOS One Ran etacer ee Meter 30.5 40.9 56.9 74.9 12.6 26.0 100.0 141.4 
OS Okgewaeen con ennai ae 38.7 DOO 78.7 123.6 28.2 28.3 145.6 187.2 
LEONE ia tres cme ie Geet Bees c 76.6 118.6 100.6 129.1 42.6 54.2 219.8 301.9 
Western Europe » ° 
LOS SRP eters eres yeeecy ore ha 396.1 270.1 765.1 OTRAS 116.9 99.0 ZOE 1,146.9 
LOS GRA eke cn alos ions 443.5 429.0 905.5 872.6 144.8 182.3 1,493.8 1,483.9 
SEN /eeais Wicva ccreonens ari oe ewe cies SMSKS: 449.4 906.0 995.7 124.3 227.4 1,606.1 16725 
Finland 
ID, o's Ab cree ee ORES 79.2 137.9 106.4 52.6 Dal 125 189.3 203.0 
1WOEN OinaewsiF aeeprecaee Mei or ae nC et 99.6 148.5 97.6 94.5 2d les 199.5 210.5 
OS iene One tecaieicks sae artis 143.1 163.0 104.7 Liod 5.6 6.3 253.4 241.6 
Yugoslavia 
1:9 5 De NOE RRC ea 13a 17.9 16.8 17.6 — — 29.9 35.5 
LODO Perret ele Seer nore 64.2 42.2 31.6 BAlet out 4.4 99.5 78.3 
NOS etary errata aaa 62.6 49.7 67.2 94.9 (5) 4] 1373 108.7 
Asia and the Far East 
ies thao detocaa cone ae 24.1 29.2 49.3 67.2 ZOOS 160.5 367.1 256.9 
1.9.56 See aprone eestor cite Sil? 97.3 58.0 63.8 tite 189.5 486.4 310.6 
URS ESE Sa ee aetee An ereiamia te 81.9 87.0 60.2 60.5 378.7 210.9 52 358.4 
Australia and New Zealand 
LS oid 6 eek SA OO Dp 6.4 9.0 44.5 5.3 6.3 16.5 BY py 
INE eS So Aono hoe ee tgs} Srl 8.9 41.9 Sy 10.1 15 SYArE 
ULE fe ccs eeneity tron ei Ot ert eRe 0.6 8.3 6.9 63.8 7.0 20.5 14.5 92.6 
Africa 
IRS SSN 656-0 aah Carne Rercercee 0.6 27.9 Dita 14.9 21.4 0.2 49.1 43.0 
UMS Eleva cidae accion seene Soe me On Mail IPS) 37 122 DAS 0.6 Lina l 25.4 
OSs eager atcinte nics tra iops rs 1.8 42.8 S20 9.2 16.8 0.7 let SVT 
Total 
OSD Me eeee Rrotcr wine 599.2 605.9 1,184.2 1,164.6 458.7 311.4 2,242.1 2,08 
TOG eee ice We 752.6 790.6 1,355.9 1318.8 502.6 428.7 2,701.1 0 538.1 
TOS (enraak cate scree pee bees tae 966.5 992.1 1,387.0 1,539.7 989.0 926.2 2,942.5 3,058.0 
ee ee ee ee ee Ba 
Source: United Nations, Direction of Int tional Trade, sD ( i 
joint publication of the Statistical Omics of the United Nations, ea oe OF ee eS ee 
the International Monetary Fund and the International Bank for b : 
Reconstruction and Development; supplemented by estimates st bap pba between Eastern Germany and the Feder a 
of the Puce a Economic Affairs ad of the Statistical Office Republic of Germany. 
of the Unite tions; Statistisches Bund , Wirtscha ° i ies i Fonte 
Noe. ees ete es Bundesamt, Wirtschaft und een raison tng in the Organisation for European 
It should be added that data reproduced in the table the area’s share of total trade between the centrally 
sah only rae transactions and do not in- planned economies and the rest of the world thus de- 
os e eae Co) eat to the Middle Kast. clined to 3 per cent in 1957 compared with 4 per cent 
considerable part, if not all, of the net imports of in 1956 and 7 per cent in 1955. This decline was almost 
the centrally planned economies with the Middle East entirely due to a fall of about 50 per cent in exports 
seems to correspond to partial repayment f - i i ir i 
ae see ae; a ee Bae a He arma a the Pca ta planned economies, since their imports 
Cae ; arlier com- rom Latin America increased slightly. The resulting 


. import balance of the centrally planned economies as a 
By contrast, trade with Latin America fell for the whole, amounting to some 50 million dollars, was 

. 3 z 
second consecutive year by more than 25 per cent, and largely the outcome of the import balance sustained by 
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the Soviet Union consequent upon its purchases of sugar Europe exclusive of the Soviet Union that were noted 


from Cuba. above. The Soviet Union, however, increased its net 
Although western Europe retained its leading posi- exports from 15 million dollars in 1956 to 126 million 
tion, its share in east-west trade declined from 57 per in 1957, 
cent in 1956 to 55 per cent in 1957, trade between Trade with Yugoslavia, which had increased in 1956 
western Europe and the centrally planned economies by about two and three-quarter times over 1955, rose 
having increased by only 10 per cent in 1957 as com- by another 38 per cent in 1957. As during the preceding 
pared with a 23 per cent increase in 1956. Since imports year, exports increased more than imports and the ex- 
from western Europe increased more than exports to port surplus increased slightly. Trade of the centrally 
that area, the export surplus of 10 million dollars planned economies with Finland also increased more 
earned by the centrally planned economies in 1956 was than total trade with the rest of the world. 
replaced by an import surplus of about 65 million in Trade with the United States and Canada also ex- 
1957. This change in the balance mainly reflected the panded at a higher rate than the average. This was 
changes in the trade of mainland China and of eastern entirely as a result of an increase in imports of more 


Table 115. Composition of Trade of Centrally Planned Economies with Rest of World® 
(Millions of dollars) 


——_—_—_———— SS 


Other eastern 
European Mainland 


USSR countries China Total 
Item and period» Export Import Export Import ie Sas Export Import 
Foodstuffs 
te 57.9 33.8 125.9 151.0 35.4 0.4 219.2 185.2 
NRIs a rae 72.1 54.2 178.9 186.9 40.3 3.8 291.3 244.9 
Met Meee 90.3 58.8 145.2 152.4 47.8 3.0 283.3 214.2 
Oils and fats 
1955. fe [eae ae 0.3 9.7 2.7 10.0 5.1 37 8.1 23.4 
ok ee ea a 13 13.3 2.2 13.4 10.5 0.1 14.0 26.8 
“Ee eee 1.0 13.9 2.4 18.2 7.4 0.8 10.9 32.8 
material 
ree sharteles 3 5.6, 152.5 32.5 74.1 1973 Bay! 16.5 280.3 186.3 
SE ne eae 173.5 50.1 76.0 152.7 66.0 24.6 315.5 297.4 
7 ee ar 194.1 46.7 88.6 196.2 60.0 85.7 342.8 278.6 
eae eee, Cire, = 142.6 5.8 = 0.1 199.3 5.9 
2 ere 90.7 = 175.3 6.3 0.1 0.1 266.1 6.4 
a a 178.3 Eee 173.9 4.6 0.1 0.2 352.2 4.9 
i ees. 9.5 3.3 41.1 42.0 6.9 42.0 57.5 87.3 
7 ae 14.9 8.2 47.6 50.4 9.1 56.7 71.6 115.4 
7 En Onan 15.1 14.7 53.3 66. 9.7 56.7 78.1 138.0 
Machinery and transport 
a. ee 9.3 104.6 50.5 42.0 0.3 7.2 60.1 153.8 
ke, 10.8 143.3 66.3 53.6 0.4 9.4 775 206.3 
ito ia 22.1 143.4 92.5 92.5 0.3 45.9 114.9 281.7 
| Apacer ose wes 64.8 139.5 121.4 133 a7 213.9 193.9 
Ca ieee 72.5 126.8 166.8 169.7 18.8 20.2 258.1 316.6 
Tee. ic. ee 1026 170.1 160.8 199.9 27.4 37.1 290.8 407.1 
ers 038.4 835.8 
7 576.4 509.5 114.7 77.6 1,038. 
Be Se votes ae. 713.1 633.0 145.2 114.9 1,294.1 1,143.8 
ne ee a 603.5 447.6 716.7 730.4 152.7 179.4 1,473.0 1.3573 
i i L istics. Dat operation, except Switzerland and Iceland; Australia, Canada, 
Bea yy the Ee ee te J sep recency oe Maley; Netherlands Antilles, Finland, El Salvador, United 


States and Yugoslavia; figures for 1956 and 1955 adjusted for 


mies. Re-exports of the reporting areas are excluded. Grouping Le ogi se ee eer woe shown hy thei Comameciyy Trade 


as in Standard International Trade Classification: foodstuffs, 


ist bove 
section 0, 1; oils and fats, 4; raw materials, 2; mineral fuels and sae for mated at 66 pe cont A nay share ots neaen 
3, 3 i i is esti : 
i i = d transport equipment, countries 1s 
lubricants, 3; chemicals, 5; machinery an untri¢ eet OD Dak. eer 
7; other manufactured goods, 6 and 8. ; : espe ria eas elas 
s Countries in the Organisation for European Economic Co- otal o 
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than 50 per cent; exports of the centrally planned 
economies, in fact, declined. The increase in imports 
was accounted for by the eastern European countries 
other than the Soviet Union. These countries incurred 
a deficit of about 50 million dollars, in 1957, which was 
only partly offset by the net export balances of the 
Soviet Union and mainland China. The rise in imports 
was mainly the result of food shipments to eastern 
Europe during the second half of 1957 and was entirely 
due to a sharp increase in imports from the United 
States. Imports from Canada declined substantially. 
Considerable increases also took place in trade with 
Africa and with Australia and New Zealand; these were 
almost entirely due to sharp increases in imports.** 


Trade with Asia and the Far East increased at a much 
reduced rate, mainly because of the stagnation in ex- 
ports from mainland China, which represent nearly 
75 per cent of total exports of the centrally planned 
economies to this area. Trade of the Soviet Union with 
Asia and the Far East, however, increased substantially, 
exports increasing by 60 per cent and imports by more 
than 50 per cent. 


Changes in the commodity composition of trade of 
the centrally planned economies with the rest of the 
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world were characterized by a reduction in the share of 
foodstuffs and an increase in the share of machinery, 
equipment, raw materials and mineral fuels (see 
table 115).*° Both exports and imports of food declined 
in 1957, whereas exports of machinery and equipment 
increased by 48 per cent and imports by 37 per cent. 
As a result, the share of machinery and equipment in- 
creased from 12 per cent in 1956 to 14 per cent in 1957, 
whereas the share of foodstuffs declined from 22 per 
cent to about 18 per cent.*® The decline in the share of 
foodstuffs was accounted for by the absolute fall in 
exports and imports of eastern Europe; the trade of the 
Soviet Union and of mainland China, on the other hand, 
continued to expand in 1957. 


As during previous years, the centrally planned econ- 
omies remained net importers of chemicals, machinery, 
equipment and other manufactured goods, and net 
exporters of mineral fuels, raw materials and food- 
stuffs. In 1957, however, imports of raw materials in- 
creased much more than exports and net exports de- 
clined by 25 million dollars or, in other words, by 
almost one-third. Another significant change during 
1957 was a very steep increase in net imports of manu- 
factured goods, which, because of an increase in im- 
ports, was twice as high as in 1956.°*” 


Economic Situation in Yugoslavia 


The economic expansion which came to a standstill 
in 1956 under the impact of 4 sharp decline in agricul- 
tural production resumed its upward movement in 
1957. National income which had fallen by some 2 per 
cent in 1956 increased in 1957 by more than 20 per 
cent in real terms (see table 116). This steep increase 
was due mainly to an excellent harvest, which exceeded 


that of 1956 as well as the average of 1951-1955 by 


Table 116. Yugoslavia: Selected Economic Indices 
(Preceding year = 100) 


1958 
1957 (planned) 


Item 1955 1956 

National income*........... 110 93> 11227 104 
Agricultural production...... 116 88 135 86 
Industrial production........ lio «6©O LYS 

Producer goodsiy. 0.400 5 LS A0G PSG. oo 

Semi-manufactured goods.. 118 112 114 .:. 

Consumer goods.......... IZ) i 2k dl 
Hlectie POWeD i. ca. awa aie ois 126 116 124 
GTO ha kar ce Se 115 dll 104 
Employment inindustry..... 112 107 107 ... 
Output per man in industry.. 103 103 109 107 
Heat earhiars per worker... 92 OSe5 114, 6. 
COs MOL UV aera eee nate. soe Wis> 105 108 
Constiniprigr yeas yaar. ano 109 100 "1s 
Volume of retail sales....... 108 105 122 


a 
Source: Indeks, No. 3, 1958 (Belgrade); Statisticki Godisnjak 
FNRJ (Belgrade, 1957); reply of the Government of Yugoslavia 
to the United Nations questionnaire of November 1957 on 
economic trends, problems and policies, 1957-1958. 
* Constant prices. 


almost 50 per cent. Livestock breeding also improved 
substantially and the total output of agriculture, which 
fell by some 12 per cent in 1956, increased by 35 per 
cent in 1957, exceeding the 1955 levels by more than 
18 per cent. Industrial production also expanded at a 
very high rate, the increase being 17 per cent as against 
the 10 per cent achieved in 1956. Within the industrial 
sector, output of consumer goods increased by 21 per 
cent, which was almost twice as much as in 1956 and 
represented a much greater rate of increase than output 
of producer goods. In contrast to the previous four 
years, the increase in industrial production in 1957 was 
achieved largely through an increase in output per man, 
which rose by 9 per cent as against 3 per cent in 1956. 
Industrial employment increased during the past two 
years at the rate of 7 per cent per annum. 


Gross national product in current prices increased in 


*“ Increased imports from Australia and New Zealand mainly 
reflected larger wool shipments to Poland and Czechoslovakia. 
The expansion of trade with Africa was mainly due to Soviet 
imports from Ghana and the Union of South Africa. 


** The sharp increase in exports of mineral fuels was entirely 
due to the rise in the value of oil shipments from the Soviet 
Union to western Europe, partly as a consequence of the tem- 
porary closure of the Suez Canal. 


°° In 1957 the share of foodstuffs in imports was 16 per cent 
and in exports 19 per cent; the share of machinery and equip- 
ment represented 21 per cent of imports and 8 per cent of 
exports. 

** Exports of manufactured goods from eastern Europe, how- 
ever, declined in absolute terms; this resulted in an increase in 
its net imports from $3 million in 1956 to $40 million in 1957. 
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1957 by about 24 per cent while personal consump- 
tion increased by 13 per cent and its share in gross 
national product fell from 53 per cent in 1956 to 48 per 
cent in 1957 (see table 117). Gross investment and 
social consumption increased, however, by 34 per cent, 
raising their share of gross national product from 50 
to 54 per cent. Total national expenditure again in- 
creased more than gross national product and the net 
import balance increased from 39 billion dinars in 1956 
to 45 billion in 1957; however, it fell slightly in rela- 
tion to gross national product. The shifts in the alloca- 
tion of resources in favour of investment and social 
consumption did not result in any significant increase in 
the pressures of demand upon supply. The cost of living 
increased by about 2 per cent as compared with an 
increase of 5 per cent in 1956 and 13 per cent in 1955. 
Real earnings per industrial worker, which fell by 
5 per cent in 1955 and rose by about 3 per cent in 1956, 
increased by 14 per cent in 1957. 


The plan for 1958 provides for a considerable slow- 
ing down of the rate of expansion, chiefly because of an 
anticipated decline of 14 per cent in agricultural pro- 
duction from the exceptionally high level reached in 
1957. Industrial production is also planned to expand 
more slowly than in 1957, by 11 per cent as against 
17 per cent achieved during the preceding year. Gross 
national product is expected to increase by about 4 per 
cent and personal consumption by 8 per cent. 

The rise in consumption in relation to national prod- 
uct is to be achieved through a decumulation of stocks 
of agricultural products carried over from the 1957 
harvest and through an increase in imports of consumer 
goods. Public investment in fixed capital is planned to 
increase from 435 billion dinars in 1957 to 465 billion 
in 1958, that is, by about 11 per cent. The largest ex- 
pansion is planned for agriculture, where fixed invest- 
ment is to increase by more than 50 per cent, thus 
raising its share of total fixed investment from 12 per 
cent in 1957 to 16 per cent in 1958. Investment in indus- 
try and mining is scheduled to increase by only 6 per 
cent and its share of the total to be reduced from 48 to 
46 per cent. As during previous years, total domestic 


Table 117. Yugoslavia: Gross National Product 
(Billions of dinars; current prices) 


—————— 


1958 
Item 1955 1956 1957 (planned) 


Gross investment.......... 
Social consumption 
Net foreign trade 


430 
Se 1,069 1,077 


449 
341 
—50 -—39 —45 —46 
740 


Total 768 1,024 1,031 
Personal consumption. ..... 812 855 981 1,065 
Gross national product... .. 1,552 1,623 2,005 2,096 
Less depreciation........ —154 —180 —213 —235 
National income........... 1,398 1,443 1,792 1,861 
Ratio of personal consump- 
tion to: 
Gross national product. . . 52 53 48 50 
National income......... 58 59 54 56 


Source: Reply of the Government of Yugoslavia to the United 
Nations questionnaire of November 1957 on economic trends, 
problems and policies, 1957-1958; Statisticki Godisnjak FNRJ, 
1957; Sluzbeni List (Belgrade), 28 December 1957. 

1955 and 1956 in current prices, 1957 and 1958 in 1956 prices. 
Data for 1956 are official estimates communicated to the 
Secretaria by the Government of the Federal People’s Republic 
of Yugoslavia. The figures for 1957 and 1958 are provisional 
estimates based on data for specific components indicated in the 
reply of the Government of Yugoslavia to the United Nations 
questionnaire of November 1957 on economic trends, problems 
and policies, 1957-1958. In order to make the data comparable, 
maintenance expenses—which from 1957 on are not included in 
depreciation—were added to depreciation for 1957 and 1958. 
For the definition of the concept of gross national product see 
United Nations, World Economic Survey, 1956, page 253. 


expenditure is scheduled to increase at a higher rate 
than gross national product. The net import balance is 
expected to be slightly higher than in 1957 but its share 
in total expenditure will decline. It should be noted, 
however, that the net import balance as presented in 
national income statistics is expressed in domestic prices 
which are at considerable variance with prices used in 
foreign trade transactions. Expressed in actual prices 
paid for exports and received for imports at the official 
rate of exchange, the net import balance—which 
amounted to 33 billion dinars in 1956 and to 61 billion 
in 1957—is scheduled to fall to about 41 billion in 
1958, thus reducing the dependence of Yugoslavia on 
foreign credits. 
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CHILE 
Editorial 
Santiago. 
Libreria Ivens, Casilla 205, Santiago. 
CHINA ; 

The World Book Co., Ltd., 99 Chung 
King Road, 1st Section, Taipeh, Taiwan. 
The Commercial Press Ltd., 211 Honan 
Rd., Shanghai. 

COLOMBIA 

Libreria América, Medellin. 
Libreria Buchholz Galeria, Bogota. 
Libreria Nacional Ltda., Barranquilla. 
COSTA RICA 

Trejos Hermanos, Apartado 1313, San 
José. 

CUBA 

la Casa Belga, O’Reilly 455, La Habana. 
CZECHOSLOVAKIA 

Ceskoslovensky Spisovatel, Narodni Trida 
9, Praha 1. 

DENMARK 

Einar Munksgaard, Ltd., Norregade 4, 
Kobenhavn, K. 

DOMINICAN REPUBLIC 

Libreria Dominicana, Mercedes 49, Ciu- 
dad Trujillo. 

ECUADOR 

Libreria Cientifica, Guayaquil and Quito. 
EL SALVADOR 

Manuel Navas y Cla., Ta. Avenida sur 
37, San Salvador. 

ETHIOPIA 

International Press Agency, P.O. Box 
120, Addis Ababa. 

INLAND 

Akateeminen Kirjakauppa, 2 Keskuskatu, 
Helsinki. 


West, 


del Pacifico, Ahumada 57, 


a 


Orders and inquiries from countries where sales agents have not yet been a 
ppointed may be sent to: Sales and Circulation 
Section, United Nations, New York, U.S.A.; or Sales Section, 


y 
FRANCE 
Editions A. Pédone, 13, rue souftlot, 
Paris V. 


GERMANY 


R. Eisenschmidt, Kaiserstrasse 49, Frank- 
furt/ Main. 

Elwert & Meurer, 
Berlin-Schoneberg. 
Alexander Horn, Spiegelgasse 9, Wies- 
baden. 

W. E. Saarbach, Gereonstrasse 25-29, 
Koln (22c). 

GREECE 

Kauffmann Bookshop, 28 Stadion Street, 
Athénes. 

GUATEMALA 

Sociedad Econdémica Financiera, 60 Av. 
14-33, Guatemala City. 

HAITI 

Librairie “A la Caravelle’, Port-au-Prince. 
HONDURAS 

Libreria Panamericana, Tegucigalpa. 
HONG KONG 

The Swindon Book Co., 25 Nathan Road, 
Kowloon. 

ICELAND 

Bokaverzlun Sigfusar Eymundssonar H. 
F., Austurstraeti 18, ap hcl 

INDIA . 

Orient Longmans, Calcutta, Bombay, Ma- 
dras and New Delhi. 

Oxford Book. & Stationery Co., New 
Delhi and Calcutta. 


Hauptstrasse 101, 


_P. Varadachary & Co., Madras. 


INDONESIA 

Pembangunan, lttd., Gunung Sahari 84, 
Djakarta. 

IRAN 

"Guity”, 482 Ferdowsi Avenue, Teheran. 
IRAQ 

Mackenzie’s Bookshop, Baghdad. 
IRELAND 

Stationery Office, Dublin. 

ISRAEL 

Blumstein’s Bookstores Ltd., 35 Allenby 
Road, Tel-Aviv. 

ITALY 

Libreria Commissionaria Sansoni, 
Gino Capponi 26, Firenze and Roma. 
JAPAN 

Maruzen Company, Ltd., 6 Tori-Nichome, 
Nihonbashi, Tokyo. 

JORDAN 

Joseph I. Bahous & Co., Dor-Ul-Kutub, 
Box 66, Amman. 

KOREA 

Eul-Yoo Publishing Co. Ltd., 5, 2-KA, 
Chongno, Seoul. 

LEBANON 

Librairie Unlverselle, Beyroutty 

LIBERIA 

J. Momolu Kamara, Monrovia. 
LUXEMBOURG 

Librairie’J. Schummer, Luxembourg. 
MEXICO 

Editorial Hermes S.A., 
Al, México, D.F. 
NETHERLANDS 

N.V. Martinus Nijhoff, Lange Voorhout 
9, ‘s-Gravenhage. 

NEW ZEALAND 

United Nations Association of New Zea- 
land, C.P.O. 1011, Wellington. 


Via 


Ignacio Mariscal 


United Nations, 


Johan Grund? Tanum 

gustsgt. 7A, Oslo. | 

PAKISTAN ioe 
The Pakistan Co-operative Book ociety, 
Dacca, East Pakistan. 

Publishers United Ltd., Lahore. — 
Thomas & Thomas, Karache: 3 


PANAMA : 
José Menéndez, Plaza de Arango, Pan- 
ama. ; 
PARAGUAY 

Agencia de Librerias de Salvador Nizza, 
Calle Pte. Franco No. 39-43, Asuncién. 
PERU 
Libreria Internacional del Pert, S.A., 


Lima and Arequipa. 

PHILIPPINES 
Alemar’s Book Store, 749 Rizal Avenue, 
Manila. 

PORTUGAL 

Livraria Rodrigues, 186 Rua Aurea, Lis- 
boa. 

SINGAPORE 

The City Book Store, Ltd., Collyer Quay. 


SPAIN 

Libreria Bosch, 11 Ronda Unlversidad, 
Barcelona. 

Libreria Mundi-Prensa, Lagasca 38, Ma- 
drid. 

SWEDEN 

C. E. Fritze’s Kungl. Hovbokhandel A-B, 
Fredsgatan 2, Stockholm. 
SWITZERLAND 

Librairie Payot S.A., Lausanne, Gendve. 
Hans Raunhardt, Kirchgasse 17, Zurich 1. 
THAILAND 

Pramuan Mit Ltd., 55 Chakrawat Road, 
Wat Tuk, Bangkok. 

TURKEY 

Librairie Hachette, 469 Istiklal Caddesi, 
Beyoglu, Istanbul. 

UNION OF SOUTH AFRICA 

Van Schaik’s Bookstore (Pty.), Ltd., Box 
724, Pretoria. 

UNITED ARAB REPUBLIC 

Librairie “La Renaissance d’Egypte”, 9 
Sh. Adly Pasha, Cairo. 

Librairie Universelle, Damas. 

UNITED KINGDOM 

H. M. Stationery Office, P.O. Box 569, 
London, S.E.1. 

UNITED STATES OF AMERICA 
International Documents Service, Colum- 
bia University Press, 2960 Broadway, 
New York 27, N. Y. 

URUGUAY 

Representacién de Editoriales, Prof. H. 
D’Elia, Plaza Cagancha 1342-1° Piso, 
Montevideo. 

VENEZUELA 

Libreria del Este, Av. Miranda, No. 52, 
Edf. Galipaén, Caracas. 

VIET-NAM 
Papeterie-Librairie 
Postale 283, Saigon. 
YUGOSLAVIA 
Cankarjeva Zalozba, Ljubljana, Slovenla. 
Drzavno Preduzece, Jugoslovenske 
Knjiga, Terazije 27/11, Beograd. 
Prosvjeta, 5, Trg. Bratstva i Jedinstva, 
Zagreb, 


Xuén Thu, Bolte 
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